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Joint Appendix. 


[1] Before the 

FEDERAL POWER COMMISSION 

In the Matter of: 

Pennsylvania Water & Power ■ Docket No. IT-5pl5 
Company 

* 

Hearing Room 

Federal Power Commission 

Hurley-Wright Building 

1800 Pennsylvania Avenue, N. jW. 

Washington, D. C. 

Monday, April 15, 1946. 

The above-entitled matter came on for hearing pur¬ 
suant to notice at 10:00 o ’clock A. M. 

Before: Ewing G. Simpson, Trial Examiner. 

Appearances: 

F. G. A WALT, 

Raymond Sparks, 

Daryal A. Myse and 

P. C. King, Jr., of Hewes and Await, 822 Connecticut 
Avenue, N. W., Washington, D. C.; and 
George T. Hambright, Lancaster, Pennsylvania; and 
George Ross Hull, Harrisburg, Pennsylvania; and 
John C. Kelley, Harrisburg, Pennsylvania, 

appearing for Pennsylvania Water & Power Com¬ 
pany and Susquehanna Transmission Company! of 
Maryland. 
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Proceedings 


E. M. Sturtevant and 

Clarence W. Miles, Baltimore, Md., appearing for 
Consolidated Gas, Electric Light and Power Com¬ 
pany of Baltimore. 

Samuel G. Miller, Harrisburg, Pennsylvania, 

appearing for the Pennsylvania Public Utility 
Commission. 

[2] Robert France, General Counsel, Public Utilities Com¬ 
mission of Maryland. 

Simon E. Sobeloff, City Solicitor of Baltimore; and 

Thomas J. Tingley, Assistant City Solicitor of Balti¬ 
more. 

Howard E. Wahrenbrock, Assistant General Counsel; 
and 

Reuben Goldberg, appearing on behalf of the Staff of 
the Federal Power Commission. 


[3] PROCEEDINGS. 

Trial Examiner : The hearing will be in order. 

The hearing in Docket IT-5915 in the matter of Penn¬ 
sylvania Water & Power Company set for this hour and 
date in this hearing room is called to order. 

This is a hearing upon an Order of the Commission 
dated September 1, 1944, entitled “Order Instituting In¬ 
vestigation”, and upon an Order of the Commission dated 
October 3, 1944, entitled “Supplemental Order Enlarging 
Investigation”. 

• • • 

[12] Trial Examiner: On November 9, 1945, the Commis¬ 
sion entered an order in the matter of Pennsylvania Water 
& Power Company in Docket IT-5915 entitled “Order Fix¬ 
ing Date of Hearing”, a copy of which I hand the Reporter 
at this point for inclusion in the record as if read. 
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[16] Trial Examiner: Likewise, the Commission entered 
an Order in this matter and Docket dated December 11, 
1945, entitled *‘Order Postponing Hearing”. A copy of 
this Order is now handed to the Reporter for inclusion in 
the record as if read. 

• • • 

[18] Trial Examiner: On January 24, 1946, the Conimis- 
sion issued an Order entitled “Order Further Postppning 
Hearing”, a copy of which I hand the Reporter at this 
point for inclusion in the record as if read. 

• • • 

[20] Trial Examiner: On March 19, 1946, the Commission 
entered a further Order entitled “Order Further Post¬ 
poning Hearing” in which it was provided that the hearing 
in the above-entitled matter now set for March 25, 1946, 
and the same is hereby postponed to April 15,1946, at 10:00 
o’clock A. M. in the hearing room of the Federal Power 
Commission, Hurley-Wright Building, 1800 Pennsylvania 
Avenue, Northwest, Washington, D. C. 

A copy of this Order is handed to the Reporter fot* in¬ 
clusion in the record at this point as if read. 

• • • 

[22] Trial Examiner: I also hand the Reporter for in¬ 
clusion in the transcript at this point a copy of designation 
of Trial Examiner signed by the Honorable Leland Olds, 
Chairman, under date of April 3rd, 1946, which designation 
is to be incorporated in the record at this point. 

• • • • 

[24] Trial Examiner: In connection with the designation, 
it should be said that by virtue of the Commission’s stand¬ 
ing order of September 30, 1941, the Commission’s Chief 
Trial Examiner is authorized to join the presiding Trial 
Examiner on the bench and preside jointly with him ot in 
his stead in this proceeding whenever it may seem necessjary 
or desirable to do so. 
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By Order dated January 9, 1946, entitled “Order Per¬ 
mitting Intervention” the Commission ordered that the 
Pennsylvania Public Utility Commission be and it was 
thereby permitted to become an intervenor in this pro¬ 
ceeding. 

A copy of this Order is handed the reporter for inclu¬ 
sion in the record at this point. 

• • • 

[26] Trial Examiner: On February 6, 1945, the Commis¬ 
sion entered an Order entitled “Order Permitting Inter¬ 
vention” which ordered that the Public Service Commis¬ 
sion of Maryland be and was thereby permitted to become 
an intervener in this proceeding. 

A copy of this Order is handed to the Reporter for 
inclusion in the record at this point. 

• • • 

[28] Trial Examiner: On March 27, 1945, the Commission 
entered an Order in this matter and Docket entitled “Order 
Permitting Intervention” whereby it permitted the Con¬ 
solidated Gas Electric Light and Power Company of Balti¬ 
more to become an intervenor in this proceeding, subject 
to the rules and regulations of the Commission, provided, 
however, that the admission of such intervenor shall not 
be construed as recognition by the Commission that Peti¬ 
tioner might be aggrieved by any Order or Orders of the 
Commission entered in this proceeding. 

A copy of this Order is handed to the Reporter for 
inclusion in the record at this point. 


[30] Trial Examiner: I will ask counsel to state at this 
time what notice has been given of this proceeding. 

Mr. Goldberg: Mr. Examiner, I have examined the 
formal files of the Commission and I am able to state that 
all interested parties, including the Mayor and City Council 
of Baltimore, the County Commissioners of Baltimore 
County, the Bethlehem Fairfield Shipyard, Incorporated, 
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the Public Service Commission of Maryland, Rustless Iron 
& Steel Corporation, Susquehanna Tranmission Company 
of Maryland, Consolidated Gas Electric Light and Pc^wer 
Company of Baltimore, the Governors of the Stated of 
Maryland and Pennsylvania, the Pennsylvania Pijblic 
Utility Commission and Safe Harbor Water Power (por- 
poration, among others, have been served with copie^ of 
all of the Orders the Trial Examiner has had incorporated 
in the record as though read preceding my statement. 

I ask at this time that those notices be incorporated in 
the record by reference. I believe all of them appeai* in 
Part I of the Commission’s Formal Files of the Pennsyl¬ 
vania Water & Power Company, Docket IT-5915. 

Trial Examiner: Without objection, that will be dbne. 

• • • 

[33] Trial Examiner: Pursuant to the letter addressed to 
the Pennsylvania Water & Power Company by the Acting 
Secretary of the Commission under date of November 16, 
1945, the Order of Procedure at this hearing will be jfor 
the Pennsylvania Water & Power Company to proceed first 
with the presentation of its evidence; for the Susquehanna 
Transmission Company of Maryland, the Consolidated 
Gas Electric Light & Power Company of Baltimore, Penn¬ 
sylvania Public Utility Commission, Public Service Com¬ 
mission of Maryland and the Staff of the Federal Power 
Commission to follow with the presentation of their evi¬ 
dence in the order named. 

I will now call upon counsel for the Pennsylvania 
Water & Power Company to briefly state his position With 
reference to the issues involved in this proceeding, ^nd 
the evidence which he proposes to present. 

Mr. Sparks: May it please Your Honor, we first take 
an exception to Your Honor’s ruling that we be required 
to proceed first, and will state, also, that in proceeding! in 
accordance with Your Honor’s ruling we do not waive i:he 
right to make any point, or to raise any question wh^ch 
we deem appropriate in the proceeding. 
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Furthermore, may I say that while we do have a con¬ 
ception of certain of the issues in this case, it must he 
recognized that we have not been advised of the positions 
or the contentions of any of the other parties. 

[34] So, as a result, we are more or less stabbing in the 
dark on the issues. There are or may be issues of which 
we have no knowledge. 

In accordance with Your Honor’s ruling, however, we 
are prepared to state certain of the issues which we believe 
to be present in the case, and I shall proceed to do so. 

First: This Commission has no jurisdiction over the 
rates, charges and classifications, of Pennsylvania Water 
& Power Company under Part II of the Act, for the reason 
that the Company is to be treated as a licensee and may be 
considered to be a purchaser of power from a licensee for 
use in public service, and is, therefore, subject to Part I 
of the Act only. Since the record does not show that the 
two states involved, namely, Maryland and Pennsylvania, 
are unable to agree, through their properly constituted au¬ 
thorities on the services to be rendered or on the rates or 
charges of payment therefor by Pennsylvania Water & 
Power Company, the Commission has no jurisdiction under 
Part I. 

Second: If the Commission has any jurisdiction over 
any of the rates, charges, and classifications of the Re¬ 
spondents for the transmission or sale of electric energy 
at wholesale, it has jurisdiction only over the rates, charges, 
or classifications for such transmissions or sales which are 
in interstate commerce. 

Third: The Commission has no jurisdiction, under 
Part II, [35] over any of the rates, charges, or classifica¬ 
tions for the services rendered by Pennsylvania Water & 
Power Company and Safe Harbor Water Power Company 
[Corporation] to Consolidated Gas Electric Light & Power 
Company of Baltimore, since none of such rates, charges, 
or classifications, are for transmission of electric energy, 
or for the sale of electric energy. 
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Fourth: The Commission has no jurisdiction, unper 
Part II, over any rates, charges, or classifications for any 
services rendered to Pennsylvania Railroad Company, 
since such services do not involve a sale of electric energy 
at wholesale. 

Fifth: The Commission has no jurisdiction to deter¬ 
mine and fix by Order any division of rates, or charges 
to be received by Pennsylvania Water & Power Company 
for services rendered jointly with others. 

Sixth—and may I say, Your Honor, as to the last pqint 
to which I have adverted, except for point number 6, which 
goes to the question of the hearing relating to jurisdiction, 
so far as any other issues may be present on the merits! of 
such issues. We do not know what the contentions are| or 
may be, so that I would ask Your Honor to consider t^iat 
in considering the last point which I make. 

Sixth: The requirement that Respondents proceed first 
in the presentation of evidence without being informed of 
the issues and contentions of the other participants and of 
the Staff of the Commission representing the Government, 
[36] deprives the Respondents of the fair hearing required 
by the Federal Power Act and by the due process clause 
of the Fifth Amendment to the Constitution of the United 
States. 

Seventh: And lastly, the rates, charges and classifica¬ 
tions made, demanded, received, observed, charged, and 
collected by Pennsylvania Water & Power Company fay 
itself and jointly with others, and the rules, regulations, 
practices, and contracts affecting such rates, charges, apd 
classifications are now lawfully in force under the laws 
of the United States and of the State of Pennsylvania, ^re 
not unjust, unreasonable, unduly discriminatory or prefer¬ 
ential, and are, therefore, not unlawful. 

Therefore, until the other participants, including the 
Staff of the Commission, make their position and conten- 
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tions clear on the record, we are unable to determine what 

other issues are involved. 

• • • 

[37] Trial, Examiner: Just one moment. Does counsel at 
this time have any statement as to the evidence that he pro¬ 
poses to submit? 

Mr. Sparks: I want to comply with Your Honor’s rul¬ 
ing, and state that we do have evidence pertaining to the 
history, and general evidence which will be presented by 
Mr. Walls, the president of the company. We shall present 
evidence pertaining to the contracts for consideration of 
the Commission; and, such other evidence as we feel should 
meet the contentions which may be made, and which will be 
made, that we think are consistent with the issues as we 
now see them. 

Trial, Examiner : The Examiner is correct in his inter¬ 
pretation of your opening statement as having been made 
also on behalf of the Susquehana Transmission Company 
of Maryland? 

Mr. Sparks: Yes, sir, that is correct. 

• • • 

Mr. Goldberg : I have noted here that one of the reasons 
assigned for the challenging of the Commission’s jurisdic¬ 
tion [38] is that the Commission has, in brief, no jurisdic¬ 
tion to determine the fixing of the division of rates which 
are the result of services rendered jointly; is that correct? 

Mr. Sparks : That is correct. 

Mr. Goldberg : I do not know of any reason in connec¬ 
tion with that challenge to the Commission’s jurisdiction 
having been stated. I am wondering if I had missed it, or 
whether counsel had stated one. 

Mr. Sparks: I stated, if Your Honor please, that the 
Commission has no jurisdiction to determine the division of 
joint rates. The reason, briefly, for that contention is that, 
unlike the Interstate Commerce Act, and perhaps some 
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other acts, the Federal Power Act contains no language 
which may be conceived to give to the Federal Power Com¬ 
mission power over the divisions of revenues as between 
persons who render services jointly. 

• • • 

[39] Trial Examiner: The Pennsylvania Public Utility 
Commission? 

Mr. Miller : We have no statement to make. 

Trial Examiner: Public Service Commission of Mtary- 
land? 

Mr. France: Mr. Examiner, the Public Service Com¬ 
mission of Maryland is primarily concerned with the allo¬ 
cation to Maryland of its proper share of any rate reduc¬ 
tion. At the proper time we wish to put on the stanfl as 
our witness, Mr. Paul L. Holland, the Chief Engineeij for 
the Commission, who will testify as to what we believd the 
percentage allocation to Maryland should be. 

Trial Examiner: Staff counsel for the Federal Ppwer 
Commission? 

Mr. Goldberg: Mr. Examiner, at the outset I would like 
to say that I think I have listened very carefully to the 
statement made by counsel for the Respondents. I thiijik it 
fair to state that the Respondents are, of course, aware of 
their position, as to rate base, depreciation, both animal 
and accrued, and other elements of this rate case. 

I have concluded, however, and I think fairly so, that 
for [40] some reason they have seen fit not to divulge their 
position as to those matters at this time. 

However, the Staff of the Commission does not take a 
position such as that, and will at this time divulge its posi¬ 
tion on the various elements of the rate case. 

It is the intention of the Commission’s Staff in ^his 
proceeding to present evidence on the components of a rate 
case, including rate base, depreciation, working capital, 
and rate of return, and the like. 


10 


Proceedings 


[41] Before outlining the staff’s present contentions in re¬ 
gard to the various elements of this rate case, I think it 
might be well to describe in brief and general terms, Penn¬ 
sylvania Water and Power Company and its operations. 

This also includes, of course, the Susquehanna Trans¬ 
mission Company of Maryland. 

For the sake of brevity, I will refer to the Pennsylvania 
Water and Power Company as “Holtwood”. 

Holtwood owns and operates a steam electric and a 
hydroelectric plant located on the Susquehanna River at 
Holtwood, Pennsylvania. To fix the location more graph¬ 
ically, it is about eight miles below the Safe Harbor Water 
Power Corporation’s project, and about eight miles above 
the Conowingo project on the same river. Holtwood also 
owns and operates a transmission system, directly and indi¬ 
rectly. That part of the transmission system which is lo¬ 
cated in Pennsylvania, it owns and operates directly. That 
part lying within the boundaries of the State of Maryland, 
it owns and operates indirectly, for legal reasons, through 
a wholly owned corporation, Susquehanna Transmission 
Company of Maryland, the other Respondent in this case. 
Susquehanna’s transmission system is administered by 
Holtwood through operating agreements, and is coordinated 
with the properties directly owned and operated by Holt¬ 
wood, and is operated as a unit by a common organization. 

[42] Holtwood sells electric energy at wholesale, in bulk, 
to public utility companies, leaving to its customer com¬ 
panies, by deliberate choice, the distribution of that electric 
energy at retail. Holtwood and its customer-public utili¬ 
ties companies operate in a thickly-populated, rich agricul¬ 
tural and highly developed industrial area which is second 
to none in the United States. 

Holtwood, Mr. Examiner, unlike the majority of elec¬ 
tric companies in this company [country], by reason of its 
contractual arrangement with its principal customer, Con¬ 
solidated Gas and Electric and Power Company of Balti¬ 
more, (sic) is very fortunately situated. That contract, in 
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effect, insures to Holtwood net operating revenues, (inde¬ 
pendent of the amount of output, and increasing as addi¬ 
tional plant investment is made. Under that contractual 
arrangement a relatively fixed amount representing the re¬ 
turn to Holtwood is determined. That return is commuted 
upon two principal factors, first, the amount of earrings 
during the year 1930, and, second, a fixed percentage oh the 
net additions to plant since 1930, less an adjustment f(}r in¬ 
creases in the depreciation reserves since 1930. 

To this return Holtwood adds all operating expenses, 
power purchases, depreciation expenses and deducts the 
revenues collected from its customer companies other than 
the Baltimore Company—and by “Baltimore Compan^”, I 
mean, of [43] course, the Consolidated Gas Electric [L%ht] 
and Power Company of Baltimore. In short, this con¬ 
tractual arrangement constitutes virtually a guarantee of 
earnings on Holtwood’s capital stock. Based upon its 
present capital structure and present agreement [with 
Consolidated, the rate is about 20 per cent. 

Briefly, taking up the various elements upon which the 
Commission’s staff will offer evidence,—I think at the (out¬ 
set I might state that the staff’s plans at present do not 
include the presentation of evidence on the form of the 
contract. This, of course, does not mean that the Com¬ 
mission may not change, or is not at liberty to make iuch 
changes as it may see fit, based upon the evidence of rec¬ 
ord; nor, does it mean that those who are proposing to 
offer testimony on that aspect of the case should not dd so. 

On the matter of rate base, it is the staff’s position 
that actual legitimate investment is the appropriate j*ate 
base in this case, and that reproduction cost testimony, 
trended original cost testimony, or any such testimony, Usu¬ 
ally presented to show the alleged fair value of the proper¬ 
ties devoted to public service, should be rejected and not 
received in evidence if offered here. 

Now, with respect to this investment rate base, it is 
the position of the staff that the gross investment for the 
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rate base is, in round figures, $32,920,738. This is, in round 
numbers, $5,663,494 less than Holtwood’s book figures, 
which the staff [44] contends contain write-ups. The staff 
proposes the elimination of the $5,663,494 because the staff 
contends that such amount does not represent actual cost, 
and should be disallowed. The staff’s evidence will, of 
course, develop the details of the eliminations and the rea¬ 
sons therefor. 

With regard, now, to the matter of depreciation, the 
staff will also show an analysis of the Holtwood’s deprecia¬ 
tion practices and methods which it has recorded on its 
books, used in its power bills, and reported in its tax re¬ 
turns to the Bureau of Internal Revenue. 

The staff does not propose to recommend to the Com¬ 
mission that Holtwood be required to change from the 
straight line method of depreciation it has always been 
using. 

The staff has made service life and depreciation studies 
to test to the reasonableness of the annual depreciation 
charge and the accrued depreciation. The staff contends 
that the annual depreciation expense is $465,000, and that 
the reserve requirement is about $8,204,770. Although this 
reserve requirement is somewhat less than the reserve per 
books, it is the position of the staff, for reasons that will 
be developed, that the present book reserve is not excessive, 
and should be used in reaching a net rate base in this case. 

The staff will, also, present evidence on the appropriate 
amount of working capital that should be allowed in this 
case, and that amount is in the neighborhood of $600,000. 
There [45] will also be presented analyses of the company’s 
operating expenses, balance sheets, income statements, and 
other pertinent financial data. In that connection, the staff 
proposes to take exception to certain operating expenses, 
and will also present analyses of the company’s past earn¬ 
ings, which will show that the company has earned at least 
ten per cent rate of return on its net investment, including 
working capital during its entire period of operations. 
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On the subject of rate of return the staff will present 
data which will enable the Commission to reach a proper 
determination as to the fair rate of return. 

The staff has made a study to determine the reason¬ 
ableness of the cost of service to the customers served lender 
demand and energy contracts. This study involves alloca¬ 
tions of cost to each customer, including the allowance for 
return. It is expected that this cost allocation to the indi¬ 
vidual customers will serve as a guide to the Commission 
in arriving at the reasonable rates to be charged to those 
customers. Testing the staff’s conclusions, it appears that 
at a rate of return of five per cent the indicated rate re¬ 
duction is $2,450,000. 

I might state here that the figures I have spoken <jf on 
the record are as of December 31,1945. 

One more thing and I am through. It will be recalled 
that at the outset I stated that I would sketch the staff’s 
“present [46] position,” on the various aspects of the ^ase. 
I use the adjective “present” deliberately. The staff has 
made a comprehensive investigation of all the elements of 
this case. We believe that, as a result of that investigation, 
it has gathered and considered all of the material and rele- 

1 f - . 1 _1. * 1. _ _ _ A . . _ V - _- 1 I* 1 


vant facts which are necessary to reach a proper and 
result. 


just 


If, perchance, though I think it unlikely, the staff has 
not considered all of the material and relevant evidence 
which the company may have in its possession, and expects 
to present in these proceedings, the consideration of which 
evidence would alter the conclusions reached by the staff, 
the staff would want the opportunity to revise its position 
in the light of that evidence, to the extent required. 

More than that, it would insist upon that opportunity, 
because it is not the purpose of the staff to adhere t)o a 
position, come what may. The staff has approached this 
investigation in that spirit. It is in that spirit that it enters 
this hearing and intends to continue throughout the pro¬ 
ceedings. 
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Trial Examiner: The Examiner has before him two 
other orders which will be entered into the record at this 
time. One is the order of April 5, 1946, denying further 
postponement of the hearing, which was entered upon con¬ 
sideration of the application of the Public Service Commis¬ 
sion of Maryland, filed April 4, 1946 for the postponement 
of the hearing in [47] the above-entitled matter for a period 
of sixty days. The Examiner will direct the Reporter to 
spread that out on the Record at this point. 

• * * 

[48] Trial Examiner: Also, an order of April 5, 1946, 
entitled “Order Denying Petition”. This is an order 
“Upon consideration of the ‘Petition for specification of 
Issues and Reconsideration of Direction Fixing Order of 
Procedure ’ filed April 3, 1946, by Pennsylvania Water & 
Power Company and Susquehanna Transmission Company 
of Maryland.” 

The Examiner now directs the Reporter to incorporate 
this order in the Record at this point. 

• • • 


[52] JOHN A. WALLS, 

was called as a witness by and on behalf of the Respond¬ 
ents, and, being first duly sworn, testified as follows: 

Direct Examination. 

By Mr. Hambright: 

Q. Will you please state your full name and your busi¬ 
ness address? [53] A. John A. Walls, 1611 Lexington 
Building, Baltimore, Maryland. 

Q. Mr. Walls, will you please state what official em¬ 
ployment or other connection you have had with the Penn¬ 
sylvania Water and Power Company and the Safe Harbor 
Water Power Corporation, and what other experience you 
have had with similar hydroelectric developments? A. 
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Following graduation from the Massachusetts Institute of 
Technology in 1899 with the degree of Bachelor of Science 
in Electrical Engineering—* * * I was employed by 
Wallace C. Johnson, Consulting Engineer, at Niagara 
Falls, for a period of about two years on the engineering 
phases of hydroelectric development in the United Spates 
and Canada. In 1901 I went with the Shawinigan Water 
and Power Company, which had been organized about 1898, 
and became its chief engineer in 1905, which position I 
retained until I was called to Holtwood in 1909, continuing 
for a period as consulting engineer to Shawinigan Water 
and Power Company. 

[54] I maintained for years first-hand acquaintance with 
the affairs of Shawinigan Water and Power Company, 
and have been at one time or another a director in that 
company and in companies in the fields of industry, street 
railway operation and electricity and gas distribution. 

I have been a director in a corporation doing large 
scale financing of electric and gas utilities in foreign 
countries, and was a partner for a number of years ii} the 
firm of Aldred & Company, which did investment banking. 
In recent years, my directorships with all business corpora¬ 
tions, other than the Pennsylvania Water & Power Com¬ 
pany and certain subsidiaries, have been terminated. The 
Shawinigan development was a pioneering undertaking in 
Canada which began about 1902 or 1903, the delivery of 
bulk power to Montreal over a 90-mile long high tension 
transmission line. 

I believe that the general range of experience in large 
scale hydroelectric engineering on this continent from the 
beginning of the century will be found to be represented 
in the several plants of the Shawinigan Water & PoWer 
Company, which company has contributed much to the de¬ 
velopment of the hydroelectric art. 

November 1st, 1909 I came down to the Susquehahna 
River in the employ of Mr. J. E. Aldred, who had bteen 
made receiver of the McCall Ferry Power Company. The 
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McCall Ferry Power Company was reorganized as the 
Pennsylvania Water & Power [55] Company in January 
1910, and I served as its chief engineer until 1914. The 
dam and plant at Holtwood were completed and have since 
been operated under my personal supervision. From 
1914 until December 1933, I was vice-president and chief 
engineer of the Pennsylvania Water & Power Company, 
and since that date its president. I have been a director 
of this company from the early days of its organization. 

I was vice-president of the Safe Harbor Water Power 
Corporation from its organization until 1933 when I be¬ 
came its president, and was a director from the early days 
of its organization. I resigned as president and director 
October 23,1940 and have now no official connection with it. 

Pennsylvania Water & Power Company owns one-half 
of the voting common stock, Class “B”, of Safe Harbor 
Water Power Corportaion, for which it paid $3,000,000. 

I had served years on the Hydraulic Power Committee 
of the National Electric Light Association, am a Fellow of 
the American Institute of Electrical Engineers and am a 
Member of the American Society of Civil Engineers. 

I have done consulting work on hydroelectric develop¬ 
ments in Canada and in the United States. On a number 
of occasions I have had the opportunity to make detailed 
studies of the hydroelectric industry in certain foreign 
countries, have visited and made engineering reports on 
many hydroelectric plants in France, Italy and elsewhere 
and became acquainted [56] there with the outstanding 
personnel of the industry. In addition, Aldred & Company, 
of which I had been a partner for some years, had Euro¬ 
pean correspondents which kept the firm continuously ad¬ 
vised of the progress of hydroelectric engineering in 
Europe. 

Q. Will you please outline briefly the preliminary work 
and events leading up to and including the construction of 
the Holtwood Dam, the organization of the Pennsylvania 



John A . Walls, Direct 


17 


Water & Power Company, the beginning of its business, 

and the first two decades of its history. 

• • • 

The Witness: Investigation of the water power possi¬ 
bilities of the Susquehanna River in the reach of the louver 
40 miles from tidewater to Columbia, began prior to lljK)5. 
Different promoters and engineers did a greater or Jess 
amount of preliminary work on projects along this re^ch. 
From the records in possession of the company, it was Hot 
until 1905 that major construction work on any of th 


ese 


schemes was actually initiated. In that year the McCall 
Ferry Power Company was [57] formed and work yas 
started on the so-called McCall Ferry (now Holt wood) djam 
at Fry Island. 

However, in 1907 following the failure of the Knicker¬ 
bocker Trust Company of New York, the McCall Ferry 
Power Company found itself unable to procure the nedes- 
sary funds for continuing construction as planned and bad 
to curtail work with the dam and power house only partly 
finished. 

The records of the company also disclose that efforts 
were made by interests representing the stocks and bonds 
to carry on the work thereafter. Little was accomplished, 
however, owing to the difficulty of raising money in this 
country for major construction projects during the months 
following the Knickerbocker Trust Company failure. Tfiat 
bank failure was followed by a so-called money panic, 
characterized by the partial suspension of specie payments 
by banks in this country and by the absence of a satis¬ 
factory market for new issues of securities. Funds becaipe 
no longer available for interest on the outstanding bonds. 

McCall Ferry Power Company had to struggle in tl{is 
situation with a plant, interrupted in the construction 
stage, which had suffered a financial set-back, thereby belijig’ 
to a certain extent discredited for the future as respedts 
ability to carry out power contract commitments. Tbe 
unfinished plant represented a new departure in low hepd 
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hydroelectric plants because of its magnitude, its geo¬ 
graphical setting close to the [58] coal fields and because of 
the then undeveloped state of the art of design and opera¬ 
tion of low-head hydro plants for use on a river of highly 
fluctuating flow. 

Certain interested security holders in 1908 approached 
Mr. J. E. Aldred, who had pioneered in the construction 
and operation, as well as in the financing and business 
conduct of a large hydroelectric development at Shaw- 
inigan Falls on the St. Maurice River in Canada, sending 
power over a long distance, high tension, transmission line 
to Montreal. After surmounting many difficulties, he had 
brought that undertaking to a position of technical and 
financial success and of promising growth. It is today a 
great and successful enterprise. He had learned first-hand 
of the many difficulties then surrounding the pioneering of 
a large scale hydroelectric development and had demon¬ 
strated ability to contend with those difficulties. He was 
invited to visit the site of the work and agreed to take 
charge of the project, to assume the burden of raising the 
money necessary to complete it, to head the company, to 
build up a company staff, to carry on the construction 
work, to make power contracts for its output, to get it into 
operation and to put it on its feet as a business enterprise. 
There followed a brief period of receivership under him, 
beginning in 1909 and terminating early in 1910. 

At the end of 1909 the property of the McCall Ferry 
Power Company consisted of real estate and riparian 
rights, the [59] foundation and most of the superstructure 
of a dam, leaving to be built the abutments at each end of 
the dam and, to be filled in, the gaps in the dam superstruc¬ 
ture through which the Susquehanna River was being di¬ 
verted. The foundation and a portion of power house 
superstructure had been erected, and the tailrace was in 
usable condition. Engineering studies and plans, construc¬ 
tion buildings and construction plant were also at hand. 
The status of the work at that time included the results 
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of expenditures made during the period of receivership. 
Some transmission line right-of-way had been acquired, ^ut 
no transmission lines or substations had been built and 
practically no machinery had been installed. 


[60] Q. The witness is shown photograph marked for iden¬ 
tification as Exhibit 1 and I ask him to state what that [ex¬ 
hibit shows. A. Exhibit 1 is a photograph of the exterior 
of the power house and dam showing the stage of construc¬ 
tion at about the end of 1909. 

Q. The witness is shown the photograph marked for 
identification as Exhibit 2 and asked to state what that ex¬ 
hibit shows. A. Exhibit 2 is a photograph of the exterior 
of the power house from upstream at about the same tiijie. 

Q. The witness is shown photograph marked for iden¬ 
tification as Exhibit No. 3 and asked to state what that ex¬ 
hibit shows. [61] A. Exhibit 3 is a photograph of the 
inside of the power house also at about the same time. 

[62] Q. Mr. Walls, will you continue with the discussion 
of the organization and early history of the Pennsylvahia 
Water and Power Company? A. On January 13, 1910, 
the Pennsylvania Water and Power Company (hereaftjer 
called Penn Water), a Pennsylvania corporation, wjas 
formed as a reorganization of the McCall Ferry Po'wjer 
Company, succeeding to the property and rights of tjhe 
former company. Somewhat prior to this time, the Re¬ 
ceiver of the McCall Ferry Power Company, Mr. J. jE. 
Aldred, had engaged the services of the Empire Engineer¬ 
ing Corporation to proceed with the construction work (at 
Holtwood. 

It was urgent to rush the work so that before the eijid 
of the year the project might be sufficiently near to a demoh- 
stration to potential power customers, of its technical ai|d 
financial practicability. For negotiation of power contracts 
with the latter, this demonstration was considered highly 
desirable before they might make additions to their ovfn 
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generating plants involving capital charges and stand-by 
operating costs which might make the value of hydro supply 
to them and the revenue therefor less than it would be 
otherwise. The work necessary included procurement of 
generating units and transformers, their installation and 
preliminary operation; sufficient additions to the power 
house structure and dam to permit this, together with the 
purchase and installation of auxiliary equipment. The 
[63] rights-of-way had to be acquired for a transmission 
line, a double circuit transmission line built thereon between 
Holtwood and Baltimore, and a terminal substation had to 
be built at Baltimore. All this was a major engineering 
task for that period. 

The construction work was pushed ahead with speed 
and by the end of 1910 the reorganized Company had largely 
completed the 55 feet high, 2392 feet long, gravity con¬ 
crete dam; the first of the generating units was tested out 
and trial operation was initiated; the balance for the forty- 
mile-long transmission line right-of-way from the power 
house to Baltimore had been obtained; and a substation 
had been partially finished in Baltimore. 

• • • 

[67] Because of doubt as to the right of Penn Water, as a 
Pennsylvania Corporation, to own and operate transmission 
lines and substations in Maryland, a Maryland Corporation, 
Susquehanna Transmission Company of Maryland, was or¬ 
ganized for such purpose. It was formed in April, 1910, 
by the consolidation of Susquehanna Pole Line Company of 
Harford County and Susquehanna Pole Line Company of 
Baltimore County, both of which had been incorporated in 
1907. All of its securities outstanding are owned by Penn 
Water. When Penn Water is referred to by me, it includes 
as part thereof the Susquehanna Transmission Company 
of Maryland. 

While the construction work was being driven ahead, 
efforts were being made to find customers in Pennsylvania, 
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Maryland and Delaware, negotiations being had with power 
nsers in Philadelphia, York, Lancaster, Reading, Harris¬ 
burg, Wilmington and elsewhere. On August 29, 1910 a 
contract was entered into with the Consolidated Gas Elec¬ 
tric Light and Power Company of Baltimore for a periqd of 
ten years. In February, 1911, a 15-year contract wa? ob¬ 
tained with the United Railways & Electric Company of 
Baltimore. 

By 1914 eight units had been installed in the Holtwood 
hydroelectric plant and in 1924 the final two hydroelectric 
units had been put into service, occupying the last space 
available in the present power house and bringing the l[68] 
effective capacity of the plant up to 104,000 kilowatts^ ap¬ 
proximately fifty per cent greater than previously contem¬ 
plated, without any major additions to the hydraulic struc¬ 
tures. A steam-electric generating plant was built at Holt- 
wood in 1924 and 1925, to use river coal dredged from the 
pond above the dam. Transmission lines had been built 
from Holtwood to the cities of Baltimore, Lancaster, 
Coatesville and York, to deliver electric service to electric 
utilities distributing in the regions adjacent thereto. 

Thus, prior to 1930 the Company found itself with a 
hydroelectric and a steam development, with transmission 
lines radiating to principal load centers and supplying 
power to other utilities whose requirements had been grow¬ 
ing rapidly. 

Q. Mr. Walls, will you please continue the discussiop of 
the Penn Water’s initial period and some of its then prob¬ 
lems which gave rise to continuing policies of the company? 
A. Not only was speed of construction a requirement in 
the initial period of the reorganized Company, but there 
were two other important factors given attention, viz: that 
the construction work should be well done to assure per¬ 
manency and that the work be carried out at the lowest 
possible cost consistent therewith, but avoiding frills ind 
non-essentials. One of the settled policies of the Compiny 
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ever since has been [69] to endeavor to make major plant 
extensions at times of low construction cost indices and 
when labor is more efficient, for charges associated with 
plant cost, bulk large in hydro generating plants as com¬ 
pared with steam plants. Because of the early financial 
history of the project, it was desirable that operating and 
overhead costs be kept to the minimum to put Penn Water 
in financial position to obtain the additional amounts of 
money later to be required for extensions and to put it on a 
dividend paying basis with the least delay. 

Hydro power had not at that time established itself in 
this territory as a desirable and dependable supply. The 
ability of the plant to withstand the floods and ice shoves 
of the river was questioned. The question of the reliability 
of long transmission lines and their terminal facilities, and 
the effect of low river flow added to the distrust of the un¬ 
dertaking. 

The technical difficulties involved in the construction 
and operation in those early years of this large hydroelec¬ 
tric plant with its steel tower transmission lines, were great, 
and the service at the outset was not as good as desired. 
Such service if continued unduly would, it was felt, preju¬ 
dice the marketing of the then novel hydroelectric supply. 
The problems which arose as a consequence of the lack of 
knowledge on the part of manufacturers as how to meet 
the growing and [70] stiffening requirements of Penn 
Water to secure the desired reliability of service and also 
the high quality of service as respects maintenance of sys¬ 
tem frequency, responsiveness of governing, etc., caused 
much worry to the technical force of Penn Water in the 
early days. 

For a long period I was continually planning from 
year to year as to what possible improvements might sub¬ 
sequently be made in the service or value of the hydro sup¬ 
ply to meet competition and to increase the earnings of 
the Company. It was essential that hydro service should 
gain a sufficiently high reputation for quality of service 
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promptly and maintain that reputation with the minimum 
of deviations therefrom. 

* * • 

[72] The type of power supply contract common with sus¬ 
tained high flow hydroelectric plants such as was used prior 
to 1910 in Canada and at Niagara Falls, where power was 
generally sold in blocks on practically a sustained hotse- 
power-year basis, was totally unsuited to the Holtwpod 
plant conditions, the latter involving the use of a ri[ver 
subject not only to seasonal but also to sudden and vfide 
fluctuations in flow and lying in a territory adjacent] to 
supplies of coal. 

It came to be appreciated that base load energy of Sus¬ 
tained or block form, obtainable by operating the rqost 
modern and efficient portion of a customer’s steam generat¬ 
ing equipment at high use factor, established a so-called 
“Operating Production Cost” per kilowutt-hour for such 
block which was exclusive of capital and other pertinent 
charges. This base load kilowatt-hour cost was quite dif¬ 
ferent from and lower than the average cost of generating 
by steam the entire load of that customer which varies from 
hour to hour and from week to week. The average cosi of 
the base load energy was in turn much lower than the cost 
of generating on the peaks of the load, the latter requiring 
the retention of and at times the use of relatively ineffi¬ 
cient older steam [73] generating equipment of the Cus¬ 
tomer. 

The various power contracts of Penn Water show a de¬ 
velopment along the lines of coordinating the hydro supply 
with the steam generating potentialities of the Company ’s 
customers. This was accomplished by provisions for the 
inter-changing of steam and hydro energy and for increas¬ 
ing the carrying by hydro of the peak portions of the cus¬ 
tomers 9 loads which cost those customers most per kilowatt- 
hour to generate, as well as supplying base load enelrgy 
during periods of ample flow. 
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It was also found that hydro supply gave opportuni¬ 
ties for benefit to the customers by deferring their steam 
plant extensions, thus making a saving to the customers 
in capital and other pertinent charges and permitting the 
later purchases of more modern steam equipment. 

To get adequate prices for its power, Penn Water must 
ever try to give service that is of the highest quality. The 
direct, as distinguished from the also important indirect, 
financial penalties for failure in supply were and still are 
important special elements of risk to Penn Water, as, for 
example, that risk appearing in Article VII, first paragraph 
of the Safe Harbor contract, whereby Penn Water is obli¬ 
gated to purchase and pay for Baltimore Company’s entitle¬ 
ment of the Safe Harbor output in the event it should fail 
in its duty to transmit the same to the Baltimore Company. 
[74] There were several circumstances in 1910 which stood 
in the way of arranging power agreements with possible 
customers of Penn Water that would enable the best utili¬ 
zation of the hydro resources inherent in the Susquehanna 
River. 

Chief of these was the lack of a fundamental under¬ 
standing of the principles and methods of coordinating 
hydro power from a run of the river project with the steam 
resources of surrounding utilities, which utilities should 
form the logical outlet for the new development. Consid¬ 
eration of such problems by prospective customers was 
handicapped by the fact that the reliability of continuous 
operation of a large hydroelectric plant with a dam span¬ 
ning a stream such as the Susquehanna, subject to floods 
and ice, had not yet been established. Neither had the re¬ 
liability been proven in this locality of high-tension trans¬ 
mission of electricity by steel-tower lines over a distance 
of 40 miles, utilizing transformers at both ends of the line, 
and extending through a territory subject to frequent light¬ 
ning storms during a part of the year and to sleet storms 
during another part of the year. 
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Up to 1910 few large hydroelectric developments ex¬ 
isted in northeastern United States with long distance trans¬ 
mission of power in bulk. Though there were at Niagara 
Falls, large plants where the river flow was ample through¬ 
out the year, transmission was of limited scope, and tlie in¬ 
itial loads were largely furnished by nearby industrial 
plants. [75] Holtwood’s supply was distant from its 
prospective markets, greatly fluctuating in amount, anjd re¬ 
quiring for full economic success of the enterprise^ the 
eventual disposal of a greater amount of energy than ^ould 
be then absorbed in any one practicable market. At I that 
time, for electrochemical uses, a constant supply of very 
cheap hydro was a desideratum, not the varying supply 
available from Holtwood. 

For industrial uses it had been the custom to look jipon 
hydro as an individual or sole supply competitive with 
steam rather than to be coordinated with steam. Some 
hydro plants had been built adjacent to mill installations 
for the local sale or use of electrical or mechanical power 
in small quantities. It was against a background of such 
a limited conception of hydro service that Penn Water had 
to sell its particular character of bulk supply in the initial 
years of the reorganized company. 

• • • 

[77] The result was that the fullest coordination of the 
facilities of Penn Water and of its customers in the interest 
of the economical utilization of the power potentialities of 
the power pool to meet most adequately the integrated 
requirements of the pool for the final benefit of the ultimate 
consumer, was not effected until the present contractual 
arrangements were devised in 1931. 

The first major step to that end was taken in f921 
when Penn Water and its two customers in Baltimore 
agreed to the coordinated use of hydro supply on the Com¬ 
bined instead of the separate loads of the two Baltimore 
companies. The 1911 contract between Penn Water and 
the Railways Company was superseded by transferring to 
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the Consolidated Gas Electric Light and Power Company 
the responsibility for the furnishing of electric service to 
the Railways Company. 

At that same time, Consolidated Gas was given a par¬ 
ticipating entitlement in the power and energy production 
of Penn Water. Hydro supply could, under that arrange¬ 
ment be used to better advantage than formerly, but sub¬ 
sequent experience [78] proved that there were still im¬ 
pediments to the most effective coordination for maximum 
system economy. 

An effort was made in 1927 at the expiration of the 
1921 agreement between Penn Water and Consolidated Gas 
to perfect the contractual arrangements for achieving the 
complete coordination of the hydro and steam resources of 
the two companies. The participating entitlement in the 
power and energy production of Penn Water which had 
been granted to the Consolidated Gas in the 1921 agree¬ 
ment, was readopted, and additional provisions were added 
for the purpose of facilitating the desired coordination of 
resources at that time and in future planning. 

However, the practice of the classification of power 
and energy and the use of demand and energy charges with 
fixed unit rates, which had been earlier evolved in the 
utility field in connection with the sale of blocks of power, 
uncomplicated with the problem of coordination of re¬ 
sources of the buyer and seller of hydro-steam supply, was 
continued in the 1927 agreement and still militated against 
the correct principles of operating a combined hydro-steam 
generating and supply system. 

It was not until further contractual arrangements had 
been made in 1931 by which Consolidated Gas’ payments 
to Penn Water and Safe Harbor Company were placed on 
the basis of an annually computed lump sum, independent 
of the number of kilowatts and kilowatt hours, that the 
last contractual obstacle [79] disappeared and the most 
economical result obtainable from the combined power re¬ 
sources could be derived. 
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In 1913, the Edison Electric Company of Lancaster, 
Pennsylvania, which later on became the property cjf the 
Pennsylvania Power & Light Company, contracted jfor a 
supply from Holtwood, and in 1923 supply to the utilities 
in York and Coatesville, Pennsylvania, was initiated. 

The latter are now parts of the systems of the Metro¬ 
politan Edison and the Philadelphia Electric Companies, 
respectively. 

The size of the loads of these utilities was relatively 
small in comparison to that of the Baltimore utilities, but 
there were good reasons for thinking that their loads would 
develop in time. Such growth did occur with them asi well 
as in the case of the Baltimore utilities, so that by j 1929 
it was realized that the potentialities of the HoltVood 
plants were almost fully utilized. 

• • • 

[82] Mr. Goldberg: In that connection, I w r ould like to 
inquire of Respondents’ counsel what is claimed with 
respect to the date of commercial operation of Holt- 
wood project? 

Mr. Sparks: I do not see that it is particularly 
relevant at this stage of the proceedings, Mr. Exam¬ 
iner. We will at the proper time put on evidence |with 
respect to that matter. 

• • • 

[91] [The Witness] : Another contribution of Penn Water 
is found in the intrinsic design of the Safe Harbor plant 
which permits its output to be integrated with that of Penn 
Water for overall benefit, and the hydro resources o t the 
two companies to be combined using the transmission and 
interconnection facilities into which they flow, to best^ ad¬ 
vantage of the region served by the companies. 


[93] Mr. Goldberg: Mr. Examiner, I hesitate to inter¬ 
rupt, but I just wonder if we are trying the Safe Har¬ 
bor case all over again. I cannot fathom the material- 
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ity or relevancy of these contributions of Penn Water 
that it is alleged to have made to the Safe Harbor 
project. 

• • • 

[94] The Witness: Coincident with the arrangements for 
the ownership of the Safe Harbor plant, Penn Water and 
Consolidated Gas supplemented and coordinated their ex¬ 
isting power supply agreement with provisions that would 
permit the output of the Safe Harbor plant to be brought 
into the regional electric supply system in a way that would 
facilitate pooling it with the product of the hydro and steam 
plants at Holtwood, and with the output of other steam 
plants in the system, with the aim of producing the maxi¬ 
mum overall economy of operation and reliability of 
service. 

[108] GEORGE WHITTIER SPAULDING, 

a witness called on behalf of the Respondents, being first 
duly sworn, testified as follows: 

[109] Direct Examination. 

By Mr. Myse: 

Q. Will you please state your full name? A. George 
Whittier Spaulding. 

Q. You are a vice-president of the Pennsylvania Water 
& Power Company, are you not? A. Yes, sir. 

Q. Do you hold a position with the Safe Harbor Water 
Power Corporation? A. Yes, as Advisory Engineer. 

Q. Are you an officer of the Susquehanna Transmission 
Company of Maryland? A. No, I am not, but as vice- 
president of Pennsylvania Water and Power Company I 
also act as Advisory Engineer of the Susquehanna Trans¬ 
mission Company of Maryland, a wholly owned subsidiary 
of Pennsylvania Water & Powder Company. 

Q. What has been your professional training and ex¬ 
perience? A. I graduated from the Massachusetts In¬ 
stitute of Technology with a degree of Bachelor of Science 
in Electrical Engineering in 1921. 
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Following short periods of employment with the \yest- 
inghouse Company of Boston, the Plymouth Electric Light 
and Power Company of Plymouth, Massachusetts, and the 
Century Electric Company in St. Louis and Boston, I re¬ 
turned to the Massachusetts [110] Institute of Technology 
as instructor and laboratory assistant, pursuing at the ^ame 
time several graduate courses in hydroelectric develop¬ 
ments and power transmission. 

In June 1923 I was employed by the Union Electric 
Light and Power Company in St. Louis, Missouri, as qngi- 
neer in its transmission and distribution department, and 
in 1924 I entered the employ of the Pennsylvania Water 
and Power Company and have been with that company Con¬ 
tinuously to date, being employed successively as test en¬ 
gineer, assistant chief of tests, and assistant to the general 
superintendent, to January, 1938, when I became assistant 
chief engineer of both the Pennsylvania Water and Pofwer 
Company and the Safe Harbor Water Power Corporation. 

In August 1942 I was made superintendent of poWer 
of the Pennsylvania Water & Power Company, and | ad¬ 
visory superintendent of power of the Safe Harbor Water 
Power Corporation, and in 1943 was promoted to vice- 
president of the Pennsylvania Water & Power Company. 

I am a member of the American Institute of Electrical 
Engineers, the American Society of Civil Engineers, knd 
a registered professional engineer in the State of Penn¬ 
sylvania and Maryland. 

Q. What have been your general duties and responsi¬ 
bilities with the company in recent years? A. Between 
1931 and 1938 I was engaged in power market [111] studies 
and contract negotiations, under the direct supervision! of 
the general superintendent and vice-president of Pennsyl¬ 
vania Water & Power Company. 

Let me say that I shall hereafter refer to Pennsylvania 
Water & Power Company as Penn Water, and shall refer 
to the Susquehanna Transmission Company of Maryland 
as Stco [STCo], shall refer to the Safe Harbor Water 
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Power Corporation as Safe Harbor and shall refer to the 
Consolidated Gas Electric Light and Power Company of 
Baltimore as the Baltimore Company. 

During this period from 1931 to 1938 I was actively 
working on power contracts which were negotiated with 
the Pennsylvania Railroad Company for the supply of 
power to the railroad’s proposed electrification in Mary¬ 
land, and in that portion of southeastern Pennsylvania in 
the general vicinity of Penn Water power development at 
Holtwood and the hydroelectric development of Safe Har¬ 
bor at Safe Harbor, Pennsylvania. 

Although Baltimore Company also became a party to 
this railroad contract, the principal negotiations and power 
supply arrangements were made by the two hydro com¬ 
panies, Penn Water and Safe Harbor. 

Following the initial contract with the Pennsylvania 
Railroad Company in 1931, negotiations were opened with 
the Potomac Electric Power Company in Washington, 
D. C., in collaboration with the Baltimore Company, for 
the supply of [112] hydro peak service, the necessary trans¬ 
mission services being provided by Penn Water and its 
Maryland subsidiary, Stco [STCo]. 

Although the final contract was made between the 
Potomac Electric Power Company and the Baltimore Com¬ 
pany, the late Mr. F. A. Allner, then vice-president of Penn 
Water, initiated the negotiations and completed them as a 
special representative of the Baltimore Company. 

I was closely associated with Mr. Allner in all of these 
negotiations. 

Shortly after the service under this power supply con¬ 
tract with Potomac Electric Power Company had been in¬ 
augurated, a supplemental contract was negotiated with the 
Pennsylvania Railroad Company by Penn Water and Safe 
Harbor, providing among other things to supply power to 
the Maryland Division of the railroad at Washington, 
through facilities w'hich w^ere to be provided by the Potomac 
Electric Power Company. 
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With the extension of the transmission facilities of 
Penn Water and those of its Pennsylvania customers in 
the middle 30’s, negotiations were carried out by I^enn 
Water leading to closer coordination of the power resources 
of itself and these northern companies, resulting in a Con¬ 
tinued parallel operation and in interchange of power land 
energy. 

In the system planning power market studies, Penn 
Water initiated and took the leading part in bringing to¬ 
gether the [113] several independent interests as parties to 
resulting interconnection contracts. 

Beginning about 1938, I took a more leading part in 
such negotiations, and since 1942 all power market studies 
and arrangements for the coordination of the operations 
of Penn Water with its customer companies have been mkde 
under my direction. j 

Through the recent war period, close coordination! of 
operations and system planning were most essential in jthe 
war effort, both to obtain the fullest use of installed 
capacity capabilities of the interconnected system andj to 
arrange for the interchange and diversion of hydro and 
steam energy on the interconnected systems to accomplish 
the conservation of oil in the early years of the war ^nd 
of coal in the latter years as critical fuel shortages arcjse. 

Q. Was it necessary for Penn Water to make new con¬ 
tracts to carry out such coordination and diversion of 
energy during the war years? A. No. The existing con¬ 
tracts of Penn Water had, through the years, been de¬ 
veloped to recognize the advantages to be gained throdgh 
such coordinated operations, and they contained sufficiently 
flexible provisions to permit the accomplishment of siich 
coordination even under load conditions that could hardly 
have been foreseen at the time the contracts were entered 
into. I 

[114] It has been the continuing practice of the companies’ 
management in contract negotiations to endeavor to pro¬ 
vide through its power contract terms: first, for the proper 
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incentive to accomplish maximum over-all economies for all 
parties; 

Second: To provide for an equitable division of the 
savings resulting from such an operation; and 

Third: To interpose a minimum of artificial barriers 
to the most economical method of operation. 

Q. Mr. Spaulding, does Penn Water dispose of all of 
its electric power and energy in bulk as distinguished from 
local distribution? A. Yes, ever since the incorporation 
of Penn Water in 1910 it has disposed of its power and 
energy in bulk to other utilities, and except for a limited 
amount sold to its wholly owned subsidiary during World 
War I. It has never attempted to develop local distribu¬ 
tion systems nor to enter upon a retail distribution busi¬ 
ness, nor has it attempted to compete with its other utility 
customers for bulk power industrial customers. 

[115] It has never sought nor does it have any substantial 
monopolized distribution territory. 

Q. What has been the basis of its power contracts with 
its present customers? A. Penn Water, as a wholesaling 
company, has always had to compete with other sources of 
supply available to its customers, all of whom have had 
their own power generating resources or were able to ob¬ 
tain such supply from other adjacent utilities. 

Its power contract charges have therefore been deter¬ 
mined on a competitive basis, and it has had to meet exist¬ 
ing or potential competition which has changed from time 
to time with new developments and improved methods of 
power generation. 

The guiding principle of Penn Water’s management 
has been to fully develop the natural resources of the 
Susquehanna River in its reaches occupied by the Holt- 
wood and Safe Harbor power developments, to integrate 
its potentialities of hydro and steam electric power and 
energy, of equipment and of such special facilities and 
operations as Penn Water and later Safe Harbor could 
offer, so as to promote the most efficient and effective use 
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of their own facilities and operations with those of tl^eir 
respective customers, to mutual advantage. ! 

Their customer requirements have not been uniform, 
either as between such customers, or from decade to decide, 
£116] and the contractual terms which have resulted are, 
therefore, found to differ widely. 

However, they all reflect in one way or another the 
services which are inherent in the hydro resources of ihe 
Susquehanna River, the interconnection facilities which 
have been extended, and the results of coordinated opera¬ 
tion which the company has fostered and developed. 

Q. Mr. Spaulding, will you explain more fully how Ijhe 
hydro resources of the Susquehanna River have been de¬ 
veloped by Penn Water? A. Penn Water is in tlhe 
unique position of being the only non-captive wholesaling 
utility company in the United States. | 

Its power resources are largely hydro. The serviejes 
which it was able to render to its utility customers in tjbe 
first decade of its incorporation were not completely un¬ 
derstood by, or acceptable to, these customers, in part be¬ 
cause of the skepticism as to reliability of service from i|ts 
run-of-river plant with the widely fluctuating flows ex¬ 
perienced on the Susquehanna River, delivered over wh^t 
was then considered to be a long distance transmission linje, 
and in part because the advantages of coordinating hydfo 
and steam resources were not fully appreciated. 

Hydro power to that time had almost always been so 
on the basis of a horsepower year, with industries pur¬ 
chasing [117] a specified amount of power—measured in 
terms of horsepower—to be used for as many hours a ye4r 
as needed. 

As a result, there was little, if any, opportunity c 
incentive to realize the full potentialities of a fluctuating 
stream flow at a run-of-river plant under such arrange¬ 
ments. 

Where additional hydro capacity was installed, the 
additional energy available with higher flows had to be sold 
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on a “when, as and if” basis. The terms “primary” or 
“firm power” and “secondary” or “interruptible power” 
were evolved during these early stages of hydro develop¬ 
ment. 

These terms have since largely lost their significance 
through the increased recognition of the advantages of co¬ 
ordinating “hydro” and “steam” resources of two or 
more independent companies through the vehicle of power 
contracts. 

Penn Water’s early experience indicated that the load 
requirements of two or more customers could and should 
be combined in operating practice for the purpose of utiliz¬ 
ing the available hydro supply to the best advantage and 
later this principle was extended to include the utilization 
of the steam resources of several of its customers to the 
mutual advantage of the contracting parties. 

Q. Mr. Spaulding, have you prepared an exhibit to in¬ 
dicate in a graphical manner the advantages of operating 
the hydro resources of the Susquehanna River on the in¬ 
terconnected system with which these hydro plants are 
presently operated? [118] A. Yes, I have. 

Mr. Myse: Mr. Examiner, I ask to have identified 
as Exhibit No. S, a document entitled “Coordinated 
Use of Hydro Resources on the Interconnected Sys¬ 
tem.” 

Trial Examiner: The document may be marked 
for Identification as Exhibit No. 8. 

(The document referred to was marked Exhibit 
No. 8 for Identification.) 

By Mr. Myse : 

Q. Will you please describe and explain this exhibit? 
A. This exhibit consists of three parts—two charts for each 
of three calendar days. 

The horizontal scale on each of the six charts repre¬ 
sents the time of the day, starting in each instance at 
midnight. 
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The vertical dimension on the three upper charts indi¬ 
cates the magnitude of the total interconnected system 
load at any time, or the amounts of generation by various 
component parts of the system, while the vertical dimen¬ 
sion on the lower three charts indicates the amounts of 
installed hydro capacity or amounts of hydro capacity oper¬ 
ating at various times of the day. 

Referring first, to the three upper charts, the heavy 
black curve shows graphically the sum of the intercon¬ 
nected system load requirements of Baltimore Company, 
including the total load of the Bethlehem Steel Company, 
one of its major [119] industrial customers, the load re¬ 
quirements of Penn Water’s other firm power customers, 
together with the load requirements of the Pennsylvania 
Railroad, supplied by the several sources in a manner to be 
described later. 

The specific calendar days chosen for this Exhibit, and 
then shown thereon, are typical of current experience and 
are here used for illustrative purposes. 

The two charts shown on the left of the exhibit, are 
for a March day in the current year; the two in the middle 
of the exhibit are for a heavy load day in December of la^t 
year; and the two charts on the right are for the peak load 
day of 1945. 

Three days were selected for materially different 
amounts of usable stream flow in the Susquehanna River 
available to both the Holtwood and Safe Harbor plants. 

The stream flow for the March day, shown at the left, 
was actually 125,000 cubic feet per second which was 
greater than the powerhouse draft of either the Safe Har¬ 
bor or Holtwood hydroelectric plants. 

The stream flow for the day shown in the middle of the 
exhibit was actually 19,200 cubic feet per second, approxi¬ 
mating the average usable flow at these plants for all 
months of November and December, in which months thp 
maximum system load requirements have occurred. 

It was desired to illustrate the type of operation [120] 
required with very low stream flow by the two charts at the 
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right, but, because of high flow through 1945, no recent 
low flow experience was available under present load con¬ 
ditions. 

Consequently, such operation has been illustrated by 
an estimated division of the generation for the actual peak 
load day of 1945, by using as the weekly average flow 5,800 
c. f. s., which flow will be exceeded about 95 per cent of the 
time in the months of December. 

Q. Will you explain generally how the operations of 
the individual hydro and steam plants are scheduled for 
these different river flow conditions? A. The objective 
of the Power Production Departments of the Hydro Com¬ 
panies may be said to be the generation of the power and 
energy necessary to supply the requirements of the com¬ 
bined system load in the most efficient and effective manner. 

This end can only be accomplished through the col¬ 
laboration of the system dispatchers of the several inde¬ 
pendent power system involved. 

Careful advance estimating is required on an annual, 
weekly and daily basis, of the expected river flows, of the 
expected system load requirements and the need for 
capacity. 

Estimates must also be made of the desired operating 
reserve capacity or spinning reserve which must be avail¬ 
able [121] as protection against unpredictable load in¬ 
creases, including the short-time swings in such loads that 
develop suddenly, together with the availability of replace¬ 
ment capacity should any of the load carrying capacity 
fail. 

From their knowledge of operating economies of the 
individual plants connected to this system, the system dis¬ 
patchers schedule the amount of capacity that must be 
available and the energy to be generated at each of the 
respective plants, to the end that optimum utilization and 
greatest economy can be obtained. 

It will be noted from this exhibit, that on the high flow 
day, shown by the left-hand charts, the Holtwood and Safe 
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Harbor hydro plants were operating in the base of the load 
curve with the various steam plants operating abovd the 
hydro, the more efficient plants being nearer the bottom 
and the less efficient plants at the top of the load c^rve 
where they are used to produce the minimum amouht of 
energy in relation to the amount of capacity operated. 

The other two daily charts show the hydro energy 
being used in the top of the load curve. 

On the average flow day, shown by the two center 
charts, the flow of the river is sufficiently high so jthat 
there is some hydro generation during each of the twenty- 
four hours, but most of the hydro energy was generated 
during the peak load hours where it can be most effectively 
used to reduce [122] the use of steam capacity. 

On the low flow day, shown by the two charts on| the 
right of this exhibit, all of the hydro energy is in the top 
of the load curve, that is, the hydro generation is hsed 
during the hours of peak load requirements. 

The three lower charts, one for each flow condition, 
show the amount of hydro capacity operated and the use 
of hydro generation on each day. 

It will be noted that the hydro capacity has been 
effectively used on each of the three days, either for energy 
generation, as operating reserve capacity or spinning re¬ 
serve ; while at other times, such capacity is largely avail¬ 
able as standby which will be referred to a little later. 

Even with wide variations in river flow, the h^jdro 
capacity installed is fully utilized during the peak load 
hours of the system. 

Q. What are the advantages to the customers of Penn 
Water and Safe Harbor of such coordinated use of the 
Hydro Companies resources? A. The advantages to 
Penn Water’s customers are derived from (a) the installed 
capacity of the hydro plants; (b) the generation of hydro 
energy from the available river flow; and (c) the coordi¬ 
nated or joint use of the special facilities provided by these 
Hydro Companies. 
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With the maximum coordination of the hydro resources 

[123] with the steam resources of its customers, these cus¬ 
tomers derive several advantages. 

First, such coordinated use reduces the amount of 
steam generating capacity required to he made available 
by the customers; who, thereby, have available for other 
uses, the money that would be required for such investment 
to carry their peak load requirements, including the neces¬ 
sary reserves. 

Second, the transmission facilities of Penn Water and 
its Maryland subsidiary, S. T. Co. of Maryland, have re¬ 
duced the investment requirements for transmission and 
distribution plant on the part of these customers. 

Third, there is a resultant saving in the cost of fuel 
and other associated operating expenses. 

Fourth, they obtain in general more economical opera¬ 
tion of their own steam generating plant resources through 
the maximum use of their most economical plants and the 
minimum use of their less efficient generating equipment. 

Fifth, a portion of the hydro capacity during low flow 
is available as reserve capacity to the customers’ systems, 
without the latter having to incur the cost of keeping their 
boiler equipment banked and ready for service and the 
additional cost of running unneeded steam generating 
equipment. 

Sixth, the ability of starting up hydro units from 
standstill to full load operation in a fraction of a minute 

[124] assures additional reserve capacity which, in con¬ 
nection with the use of the water stored behind the dam in 
the Safe Harbor pond for ready use, has been referred to 
as “A. C. storage battery service”, and there are other 
advantages not specifically mentioned. 

Q. Will you please describe more specifically the 
capacity service of these two hydro plants to the system? 
A. Considering the hydro plants themselves, the capacity 
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that can be effectively used on the system load is deter¬ 
mined by the effectiveness with which such capacity is used 
as limited by the available river flow. 

The flow of the Susquehanna River has varied from a 
minimum seven-day average flow of 2,100 c. f. s. to a maxi¬ 
mum flow of about 860,000 c. f. s. 

The minimum flow of the river, together with the de¬ 
sired use of the water withdrawn from the storage abbve 
the two dams, generally determines, as a lower limit, ;the 
amount of energy which can be generated in a given per jod. 

By using the two ponds as equalizing reservoirs, ^his 
generation can be distributed as desired and used onl^ to 
supply the peak portion of the system requirements. 

As can be seen by the right-hand charts on Exhibit 8, 
the sharper the peak portion of the daily load curve, the 
greater will be the hydro peak service capacity which pan 
be supplied with a given amount of energy. 

[125] The capacity value of the Holtwood and Safe Harbor 
plants to the combined system can be determined by con¬ 
sidering the amount of steam capacity which would have to 
be installed to provide the same capacity service in the 
absence of the hydro plants. 

In evaluating hydro capacity, recognition must be giVen 
to the load shape, to the probability of river flows, to miin- 
tenance schedules of the system capacity, and to the 
capacity reductions experienced in the different season^ of 
the year. 

While such a capacity determination cannot be readily 
made from a single daily load diagram, it can be approxi¬ 
mated by fitting the hydro energy into the peak load hc^urs 
of the system load requirements for a group of consecutive 
days or weeks. 

Q. Mr. Spaulding, in describing the use of hydro ire- 
sources on the Susquehanna River, are you making a dis¬ 
tinction between the capacity and the energy resources of 
these hydro plants? A. Yes, I am. 

Q. Will you now describe the method of using the 
hydro energy in the most economical maimer by coordinat- 
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ing the hydro with the steam resources of Penn Water’s 
and Safe Harbor’s customers? A. The energy available 
from the Holtwood and Safe [126] Harbor plants will vary 
with the available river flow supplemented on a daily or 
weekly basis by the use of pondage; that is, by the with¬ 
drawal of water from above the dams at the Holtwood and 
Safe Harbor Plants. 

The economic value of such energy is measured in 
part by the amount of fuel and other operating expenses 
which can be saved at the steam plants of the hydro cus¬ 
tomers. 

It is the responsibility of the Hydro Load Dispatchers, 
in cooperation with the system dispatchers of its customer 
companies, to schedule the use of hydro energy at times 
when it will replace the highest cost energy which would 
otherwise be required on the interconnected system. 

The maximum overall system economy and reliability 
is always the objective. 

There is greater possibility of operating savings when 
the hydro capacity is coordinated with the effective use of 
the steam capacity of a group of generating stations, or 
when the load requirements of several utility systems are 
combined. 

Such coordination permits a wide selection of equip¬ 
ment and generating efficiencies with the result that the 
most efficient equipment can be operated to the best ad¬ 
vantage and the operation of the least efficient can be 
minimized. 

This, in a general way, is shown on Exhibit 8 where 
three component sources of steam generation have been 
fitted [127] into the system load requirements as would be 
done in day to day or weekly scheduling of loads and 
capacity, to obtain the maximum overall economies. 

Q. In scheduling the operating of the various generat¬ 
ing plants of the system, are you referring only to the gen¬ 
erating plants of the Baltimore Company, of Potomac Elec¬ 
tric Power Company and of Penn Water and Safe Harbor? 
A. No. There has been for fifteen years an appreciable 
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amount of interchange energy bought and sold b ^ Penn 
Water over its northern interconnections in Pennsylvania 
on an economy basis, that is, energy is bought when the 
cost of such generation on another system is less than the 
cost of generation on our own system, and, similarly, our 
own energy is sold as interchange when there is an economic 
justification for so doing. 

The contractual arrangements for such interchange 
provide for an equitable division of the savings in operation 
expense between the buying and selling companies in such 
transactions. 

The effect of such interchange transactions is ishown 
on the diagrams of Exhibit 8. 

As stated previously, the heavy curved line graphically 
shows the system load requirements. | 

The dotted curve, which on certain occasions is above 
and sometimes below the solid line, graphically shoyrs the 
actual system generation. 

[128] Where the dotted curve of system generation is 
above the load requirements our system was generating 
power in excess of system requirements and was selling 
such energy as interchange to others. 

The area shown below the solid line of system load 
requirements and above the dotted line of system genera¬ 
tion represents energy purchased as interchange by Penn 
Water over its northern interconnections. 

Q. In referring to available hydro energy for th^ com¬ 
bined system, you spoke of the use of pondage. 

Will you explain this use further? A. The hydro 
peak service to this system, as illustrated on the right-hand 
diagram of Exhibit 8, depends on the use by these hydro 
plants of a quantity of water in excess of the actual flow 
of the river at the particular time the hydro energy is used 
in the system load. 

Such operation is possible because the ponds above 
the Holtwood and Safe Harbor dams can be used as stor¬ 
age reservoirs to regulate the actual river flow civer a 
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period of a week or even longer, although the weekly use 
of pondage is the more general practice. 

Such use of pondage results in a greater hydro ca¬ 
pacity to this system than could be obtained from the 
river flow alone. 

Furthermore, the capacity requirements of the system 

[129] vary from day to day and are usually greatly re¬ 
duced on Saturdays and Sundays so that the river flow for 
a seven-day period of low flow can all be used in a period 
of sixty or seventy hours during the week when the system 
loads are heaviest. 

There is a further use of pondage which has a very 
real capacity value to the coordinated system in those low 
flow periods of the year, when all the hydro capacity is not 
required for hydro generation. 

During such low flow periods, a portion of the reserve 
hydro capacity is always available to carry system load 
swings which require very little energy; while the idle 
hydro capacity can be started up from standstill, and fully 
loaded within a fraction of a minute, well before the steam 
plants in operation would get into trouble in the event of 
a major emergency, and long before it would be possible 
to steam up idle boilers or to load up steam turbines. 

To provide such reserve capacity service by steam 
capacity would involve expensive standby losses and the 
operation of turbo-generators below their most efficient 
loadings. 

Referring further to the use of pondage. The schedul¬ 
ing of water to be withdrawn can be done on a daily or 
weekly or longer cycle. 

The amount of usable energy stored in the ponds over 
such cycle of use is actually greater than the total energy 

[130] available from the minimum experienced flow itself 
during a seven-day period. 

This pondage can be used in emergencies to replace 
energy that had been counted on from steam capacity that 
may fail. 
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Experience has shown that the forced outage of 
several large steam units on a system of our size is ^n in¬ 
frequent occurrence and of short duration. 

Consequently, the pondage of the Holtwood and! Safe 
Harbor plants can be relied upon for a large portion qf the 
required system reserves. 

Q. Mr. Spaulding, you have emphasized both the capac¬ 
ity and the energy values obtainable from resources of 
the Susquehanna River. Are there any other general serv¬ 
ices that have entered into your contractual relations? 
A. Yes, there are. Penn Water and Safe Harbor have in 
several instances provided certain special facilities; in part 
for joint use with our customers and in part for the specific 
use of these customers. 

Q. Do your contracts provide for specified payments 
in connection with such special facilities? A. Not al¬ 
ways. However, within the last decade, there has been 
more general recognition in our own contracts, and ik the 
contracts of utilities generally, of specified charges -^hich 
are related to the special facilities provided. 

[131] This is because it has been generally recognize^ that 
it is more equitable to consider the availability of these 
special facilities as a separate component of any contrac¬ 
tual arrangement of rates or payments rather th^n to 
include the costs of special facilities as a part of one or 
more of the variable component rates or charges fok* ca¬ 
pacity or for energy. | 

I should like to mention a few examples of special 
facilities provided by Penn Water and Safe Harbor fbr its 
customers. 

The Pennsylvania Railroad desired to receive its 
power supply in the form of 25 cycle single phase pqwer. 

To provide this service required special facilities not 
readily usable for others. Consequently, the contract with 
the Pennsylvania Railroad provides for special charges 
which are based on the cost to the company making such 
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facilities available. Another example is the local facilities 
which are part of the S. T. Co. of Maryland’s Highland- 
town Terminal Substation in Baltimore. 

Local distribution facilities were also provided until 
recently at Penn Water’s Violet Hill Terminal Substation 
in York, Pennsylvania. 

It was more practicable in these latter two instances 
for Penn Water to provide a portion of the local distribu¬ 
tion facilities in its terminal substations than for the re¬ 
ceiving companies to provide the equivalent facilities. 
[132] Such arrangements simplified the installation as well 
as their operation and maintenance. 

In the case of Highlandtown distribution facilities, 
there was, prior to 1931, a specified charge as a component 
part of the bill rendered, covering the annual costs, includ¬ 
ing operation and the maintenance of these facilities. 

In the case of York terminal facilities, the annual 
charge for the local distribution facilities provided, was 
not separately billed, but the costs were incorporated in 
the component charges for demand and energy. 

Q. Mr. Spaulding, do all of your present power con¬ 
tracts now have separate charges or rates for capacity, 
energy and special facilities? A. No; not in all of them, 
but each of these three separate services—capacity, energy 
and special facilities, was separately recognized when the 
contracts were negotiated and the rates or payments were 
established. 

Q. Are there any other comments you would like to 
make regarding the segregation of these three services 
under vour various power contracts? A. Yes; I should 
like to point out an economic fact in connection with these 
three services which is very often misunderstood. 

Financial and statistical services, and many others, 
attempt to express the value or cost of a service in terms 
of [133] a simple rate, as so many mills per kilowatt hour 
of energy supplied. This is not a correct measure of the 
cost or value of electric service for most practicable pur- 
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poses, and certainly not for comparative purposes, ujnless 
the services rendered and the conditions of supply which 
are to be compared are very much the same in all their 
characteristics. 

Such a method of comparison is most misleading when 
comparing our hydro contracts and the services rendered 
thereunder, inasmuch as these services to the several cus¬ 
tomers are quite dissimilar. 


In fact, the attempt to compare even the trend of cost 
of service to the same customer over a period of yeaits by 
the use of a simple rate, such as mills per kilowatt hour, 
may be equally misleading if there were changes in the con¬ 
ditions of supply, the load shape, the amount of service 
rendered, or the amount of special facilities used. 

This conclusion, I believe, can be shown by referring 
again to Exhibit 8. The lower three charts on this diagram 
indicate the hydro capacity operated on each of the t^iree 
days shown, such capacity being necessary or desirably for 
system purposes. 

With reference to the middle and right-hand lower 
charts, the hydro capacity operated could have been re¬ 
duced, had it not been needed, approximately to the [line 
enclosing the green area representing actual hydro gen¬ 
eration capacity. 

[134] The energy actually generated by hydro in t^iese 
three days varied greatly; the hydro energy availably to 
the system for a low flow day, shown in the right-hand dia¬ 
gram, was only 25 per cent of the energy available on the 
high flow day, shown at the left. 


On Saturdays and Sundays in low flow, it frequently 
happens that no hydro energy is used on the system al¬ 
though hydro spinning reserve may be furnished continu¬ 


ally. 

The hydro plant would be used to render a capacity 
service which would otherwise have to be supplied b^ a 
steam plant with appreciable standby losses. 
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Obviously, a mill rate based upon this capacity service 
in relation to zero generation would produce a rate of in¬ 
finity mills per kilowatt hour. 

The fallacy of the evaluation of hydro service in terms 
of a rate per kilowatt hour can also be explained in another 
way. 

It frequently happens that during median or low flows, 
hydro energy is generated during the daylight hours, in 
part by use of pondage, and delivered to a customer at the 
time of its peak requirements, thereby replacing on that 
company’s system the maximum amount of high cost steam 
energy. 

Yet, during the balance of the same day, that same cus¬ 
tomer may return to Penn Water the same quantity of 
energy measured in kilowatt hours, for use by Penn Water 
in [135] supplying its other firm power obligations. 

Such backfeed energy would come from relatively effi¬ 
cient steam equipment at low cost to the customer. 

In this situation the customer benefits directly by the 
difference between the cost of generating at the time of 
system peak with inefficient equipment, and the cost of gen¬ 
eration off-peak on his most efficient equipment, yet without 
receiving from the hydro companies any net energy for 
that day. Any rate charged to that customer for this serv¬ 
ice would again be infinite if based upon mills per kilowatt 
hour of net delivery and would not be a satisfactory or 
proper approach to this. 

• • • 

[142] By Mb. Myse: 

Q. Mr. Spaulding, with reference to the special facili¬ 
ties provided by Safe Harbor and Penn Water for their 
customers, you stated that certain of these facilities were 
owned by Stco [STCo.] of Maryland, did you not? A. 
Yes, all such transmission facilities in the State of Mary¬ 
land are owned by Stco [STCo.] of Maryland, which is a 
wholly owned subsidiary of Penn Water. 
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Q. Will you please explain the contractual relatiops be¬ 
tween Penn Water and Stco [STCo.] of Maryland? A. 
Stco [STCo.] of Maryland was organized in 1910 as a 
wholly owned subsidiary of Penn Water, because of doubt 
as to the right of Penn Water as a Pennsylvania Corpora¬ 
tion to own and operate transmission lines and substations 
in the State of Maryland. There are four separate agree¬ 
ments between Stco [STCo.] of Maryland and Penn Wkter. 

• * * 

[144] Q. Mr. Spaulding, will you state generally what these 
four agreements provide? A. The first, designated Item 
A is an agreement dated April 12, 1910, between Penn 
Water and Stco [STCo.] wherein Penn Water agreed to 
furnish the necessary funds for the work to be [145] under¬ 
taken by Stco [STCo.], including the construction of that 
portion of the transmission line between Holtwood, Penn¬ 
sylvania, and Baltimore, Maryland, to be built in the State 
of Maryland, together with the Highlandtown Terminal 
Substation in Baltimore. 

Stco [STCo.] of Maryland agreed to mortgage its prop¬ 
erty and to deliver to Penn Water its bonds to be takdn at 
90 per cent of their face value in an amount equal to| the 
funds to be advanced by Penn Water. 

The second contract identified as Item B is an agree¬ 
ment dated April 3rd, 1911, between Penn Water and >3tco 
of Maryland, under which the latter agreed to transmit 
and deliver power and energy of Penn Water and to opejrate 
and maintain its own transmission lines and substations, 
Penn Water agreeing to pay all expenses of Stco of Mary¬ 
land and to waive the payment of interest by Stco of Mary¬ 
land on its bonds. 

Q. Have these two contracts been filed with the Federal 
Power Commission? A. Yes. The contract identified as 
Item B dated April 3rd, 1911, was filed with the Federal 
Power Commission on January 13, 1936 and designated as 
Stco rate schedule No. 1. 
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Me. Goldberg: Mr. Spaulding, if I may interject 
at this point? Who filed it? 

The Witness: Stco of Maryland. 

[146] By Mr. Myse: 

Q. Now, will you continue? A. The contract identi¬ 
fied as Item A dated April 12, 1910 was similarly filed with 
the Commission and designated as Exhibit No. 1 to Rate 
Schedule No. 1. 

Q. Will you please describe the other two agreements? 

Trial Examiner : Before proceeding to do that,— 
who filed Item A? Stco? 

The Witness: Yes, sir. 

Mr. Goldberg: When you say 1 * Exhibit 1 to Rate 
Schedule No. 1”, do you mean Rate Schedule No. 1 in 
this proceeding as Item B ? 

The Witness: Yes, sir. 

By Mr. Myse : 

Q. Now, will you continue to describe the other two 
agreements? A. The agreement dated March 19, 1931 
identified as Item C is a contract between Penn Water, Stco 
and Baltimore Company. 

Under this contract Penn Water agreed to advance to 
Stco of Maryland the money required to construct those 
sections in Maryland of the two transmission lines between 
Safe Harbor, Pennsylvania, and Baltimore, Maryland, and 
received therefor the stock of the transmission company. 
Stco of Maryland further agreed to operate and maintain 
these lines [147] and to transmit and deliver power and 
electric energy of Penn Water. 

The agreement dated August 1st, 1932, identified as 
Item D, is a contract between Penn Water, Stco and Balti¬ 
more Company. 

Stco of Maryland agreed to construct, operate and 
maintain a switching station at Ellicott City, together with 
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extensions to its transmission lines from Ellicott City, 
Maryland, to Takoma Park, Maryland, and to transmit such 
power and energy as may be delivered to it. Penn W^ter 
agreed under both contracts to pay all expenses of £}tco 
of Maryland. 

Q. Have these latter two agreements been filed with the 
Federal Power Commission? A. Yes, the agreement 
dated March 19, 1931, was filed with the Commission on 
January 13,1936, and designated as Stco of Maryland R^te 
Schedule No. 2, while the agreement dated August 1, 1932, 
was likewise filed and designated Supplement No. 1 to Rate 
Schedule No. 2. 

Q. Are these two latter contracts, identified as Items 
C and D filed with the Federal Power Commission? A. 
Yes. The agreement dated March 19, 1931 identified as 
Item C was filed with the Federal Power Commission iby 
Stco on January 13,1936 and designated by the Commission 
as Stco Rate [148] Schedule No. 2, while the agreement 
dated August 1,1932 and identified as Item D was likewise 
filed by Stco and designated by the Commission as Supple¬ 
ment No. 1 to Rate Schedule No. 2. 

Q. Are all the present securities and open accounts 
of Stco of Maryland owned or held by Penn Water? 
A. Yes. However, Penn Water has waived all bond inter¬ 
est, dividends and other interests by the terms of the agree¬ 
ments above mentioned. 

Trial Examiner : At this point, we had better clear 
the record on your motion and incorporate by refer¬ 
ence, and let the Examiner state at this point in the 
record that the Susquehanna Transmission Compands 
rate schedule designated FPC No. 1 is incorporated in 
evidence as Item B by reference; Susquehanna Trans¬ 
mission Company Rate Schedule FPC No. 2 is incor¬ 
porated as Item C by reference, and Exhibit 1 to Sus¬ 
quehanna Transmission Company’s rate schedule FPC 
No. 1 is incorporated as Item A by reference, and Sup- 
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plemental No. 1 to Susquehanna Transmission Com¬ 
pany’s Rate Schedule FPC No. 2 as Item B by refer¬ 
ence. 

By Mb. Myse : 

Q. Are all of the expenses of Stco of Maryland paid 
by Penn Water? A. Yes, they are. 

Q. Does Stco have any power contracts other than those 
[149] just described and put in the record by reference? 
A. No. Stco of Maryland has no other power contracts, 
nor does it at present deliver any energy directly to the 
public. It only transmits power and energy delivered to 
it by Penn Water or by Penn Water’s customers under ar¬ 
rangements made by Penn Water to which Stco of Maryland 
is not a party. 

Q. You have referred to - the construction of Stco of 
Maryland of the lines between Holtwood and Safe Harbor 
on the one hand, and Baltimore and Washington on the 
other. Does Stco of Maryland own any other transmission 
facilities? A. Yes. Stco of Maryland constructed at 
the request of Penn Water the Maryland portion of a trans¬ 
mission line, extending from Safe Harbor, Pennsylvania, to 
Perryville, Maryland, for the supply of power to The Penn¬ 
sylvania Railroad at Perryville and Conowingo, Maryland. 

Stco of Maryland also has constructed at the request of 
Penn Water, a steel tower transmission line from Balti¬ 
more Company’s Philadelphia Road Substation in Balti¬ 
more to the Gunpowder Switching Station in Baltimore 
County, and operates and maintains this line. This line is 
used exclusively by Baltimore Company and is a part of 
that Company’s local transmission system. Penn Water is 
reimbursed for its cost and expenses for this line under its 
contract with Baltimore Company to be referred to later. 

Q. Mr. Spaulding, you have referred to interchange 
sales [150] by Penn Water. Are such sales distinguishable 
from firm power sales? A. Yes, they are. 
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Q. With whom does Penn Water now have power con¬ 
tracts for firm power sales in Pennsylvania? A. Penn 
Water, jointly with Safe Harbor, has firm power contracts 
(1) with the Pennsylvania Power & Light Company for the 
supply of firm power to its Lancaster Division; (2) with the 
Philadelphia Electric Company for the supply of firm power 
to its Coatesville Division. 

Penn Water, alone, has a contract with Metropolitan 
Edison Company for the supply of firm power at York. 
This latter contract with Metropolitan Edison Company 
superseded, as of January 1, 1946, a joint service contract 
under which Penn Water, Safe Harbor and Metropolitan 
Edison Company supplied firm power to the Edison L^ght 
and Power Company of York. 

Q. Are the three existing contracts just referred tj> of 
the same general type? A. No, they are not. The first 
is a contract with a single component rate in which the 
charges for capacity, energy and special facilities are all 
lumped into a two step energy rate. The second contract 
has a three component rate with separate rates or charges 
for capacity, energy and special facilities, while the tliird 
contract is of a new type, particularly applicable to the tvpe 
of service that can be [151] rendered advantageously by a 
hydro company such as Penn Water. 

Under this latter contract, Penn Water obligates itself 
to provide a specified amount of peak service capacity tad 
with energy commitments generally related to the actual 
stream flow. The special facilities component of this con¬ 
tract is included at present in part as a component of the 
capacity charges and in part as a special facilities chaijge. 

Q. Why are these three contracts of such different 
types? A. These contracts were originally designed 
over a period of years, to meet the special requirements 
of the respective customers, and, as is frequently found in 
wholesale bulk power contracts, the purchasing companies 
desired forms of contracts with varying provisions as to 
fuel rate adjustment, the inclusion and determination of 
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billing demands, et cetera, that more nearly conformed to 
the practices and rate structures within the territories 
being served by the purchasing utility. Such different re¬ 
quirements are one element of the competitive situation 
that Penn Water had and must face in negotiating future 
contracts with its customers. 

Q. Mr. Spaulding, have you prepared a tabulation 
showing the kilowatthour sales to these Pennsylvania cus¬ 
tomers under your firm power contracts with them, to¬ 
gether with the revenues received by Penn Water for all 
firm power services [152] rendered to each of such custom¬ 
ers? A. Yes, I have. 

Mb. Myse: I would like to have marked for iden¬ 
tification as Exhibit 9 a document entitled “Pennsyl¬ 
vania Water & Power Company Kilowatthour Sales to 
and Revenue Received from Pennsylvania Firm Cus¬ 
tomers^. 

Trial, Examiner: That document may be marked 
as Exhibit 9 for identification. 

(The document above referred to was marked Ex¬ 
hibit No. 9 for identification.) 

By Mr. Myse: 

Q. Mr. Spaulding, will you please describe this exhibit 
which has just been marked for identification as Ex¬ 
hibit 9? A. Exhibit 9 shows the total firm power sales 
in kilowatthours and the total revenues received for all 
firm power services rendered to these Pennsylvania cus¬ 
tomers for the years 1944 and 1945, together with the es¬ 
timated kilowatthours sales and estimated revenues from 
our firm power customers for the year 1946. 

To the extent that such sales in 1946 would vary with 
fluctuations in river flow, it has been assumed that average 
river flow would be experienced for each of the twelve 
calendar months. 
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Q. Mr. Spaulding, when yon have referred to your 
firm power customers in Pennsylvania, have you included 
any portion [153] of the supply by Penn Water or Safe 
Harbor to the Pennsylvania Railroad for the latteruse 
either in Pennsylvania or Maryland? A. No, I hav^ not. 

Q. Do you consider the power supplied by Penn Water 
and Safe Harbor to The Pennsylvania Railroad irL the 
State of Pennsylvania as a firm power commitment of the 
Penn Water and Safe Harbor Companies? A. Y^s, I 
do. The contract obligation for the total supply of ca¬ 
pacity, energy and special facilities to The Pennsylvania 
Railroad is a joint obligation of Penn Water, Safe Harbor 
and Baltimore Company. 

For the purposes of inter-company accounting and for 
reports to regulatory authorities, the supply of capacity 
and energy to the railroad in the State of Pennsylvania 
is considered as being supplied by Penn Water, while the 
supply of capacity and energy in the State of Maryland 
is considered as being supplied by Baltimore Company, 
but such intercompany accounting and reporting doesj not 
affect the joint nature of the obligations under the t^rms 
of the contract. The Potomac Electric [Power] Company 
is also a party to this contract but by specific provisioh of 
the contract is not obligated to provide generating capacity 
on its own system for such purpose. 

Mr. Myse: I ask to have identified for the record 
as [154] Exhibit No. 10 a composite form of contract 
between Pennsylvania Railroad Company and the 
Consolidated Gas Electric Light and Power Company 
of Baltimore, Pennsylvania Water & Power Company, 
Safe Harbor Water Power Commission [Corporation] 
and Potomac Electric Power Company. 

Trial Examiner: The document may be maitked 
Exhibit 10 for identification. 

(The document referred to was marked Exhjibit 
No. 10 for identification.) 
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By Mr. Myse : 

Q. Mr. Spaulding, do you have before you a copy of 
the composite form of Pennsylvania Railroad contract just 
identified as Exhibit 10! A. Yes, sir. 

Q. I ask you if this is the power contract that you 
just referred to! A. Yes, it is. 

Q. Will you please state the date of the original con¬ 
tract and the dates of the supplemental agreements in¬ 
corporated in this composite form! A. This composite 
form of the Pennsylvania Railroad contract has been pre¬ 
pared for general corporate and operating use, and in¬ 
cludes all of the present terms of the original contract of 
September 2nd, 1931, between the Pennsylvania Railroad 
Company, Penn Water Company, Safe Harbor and Balti¬ 
more [155] Company, together with all of the terms and 
conditions of the supplemental agreement thereto of 
August 15, 1934 by which Potomac Electric Power Com¬ 
pany was added as a party, and also includes all of the 
terms and conditions of the second supplement to this con¬ 
tract dated June 22nd, 1938. 

[156] Q. Will you please describe the operations under this 
contract! A. By reason of the provisions of this agree¬ 
ment, the services to the Railroad are rendered jointly by 
Penn Water and others. 

The contracts provide for supply of power and energy 
to The Pennsylvania Railroad electrification, including the 
main line of its Philadelphia, Baltimore and Washington 
Railroad from Perryville, Maryland, to Washington, D. C., 
on the passenger and freight lines of the present Philadel¬ 
phia Division between Thorndale, Pennsylvania, and Har¬ 
risburg and Enola, Pennsylvania, on the Columbia and Port 
Deposit Railroad from Columbia, Pennsylvania, to Perry¬ 
ville, Maryland, and yards adjacent thereto and supporting 
these services. 

Power is supplied to the Railroad at Benning, D. C., 
adjacent to a power plant of Potomac Electric Power Com¬ 
pany, at the end of a transmission line and taps therefrom 
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owned and operated by Penn Water and S. T. Company of 
Maryland, at Perryville and Conowingo, Maryland, afad at 
Fishing Creek, Pennsylvania; and at Safe Harbor, Penn¬ 
sylvania, at a substation of Penn Water located adjkcent 
to the Safe Harbor hydroelectric development. 

Power supply to the Railroad is in the form of 25 <^ycle, 
single phase, power at these several points. 

To supply such special services, Safe Harbor obligated 
[157] itself to provide special generating and frequency 
changer facilities, Penn Water obligated itself to provide 
substation and transmission facilities and Potomac Electric 
Power Company obligated itself to provide frequency 
changer facilities. 

The contract provisions include as separate components 
of the payments to be made for services thereunder (1) a 
fixed demand charge, (2) a two step energy rate ancj (3) 
specified payments for special facilities, generally b^sed 
on the cost to the Company providing such facilities. 

Q. Mr. Spaulding, what is the character of the rates 
charged for services rendered under this contract? A. 
The demand charge component is a single rate applying to 
the total demands of the Railroad supply at the sevjeral 
supply points refered to above, including those in the States 
of Pennsylvania, Maryland and the District of Colunjbia. 

The energy charge component is a two step energy jrate 
applying to the total energy delivered to the Railroad uijider 
this contract, and for such purpose the total energy is (jom- 
puted as though it were all delivered at a single supply 
point. j 

Q. Mr. Spaulding, how are the revenues divided be¬ 
tween the several parties serving the Railroad under jfchis 
contract? A. The Railroad contract itself makes no pro¬ 
vision for any such division. On the contrary, it provides 
that a [158] single bill shall be rendered by and payments 
made to Baltimore Company, acting for itself and the other 
supplying companies to this contract. 
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Q. Mr. Spaulding, are any of the Pennsylvania Rail¬ 
road revenues received by Baltimore Company divided with 
Penn Water? A. Yes; they are divided in accord with 
intercompany contracts. 

Mr. Myse: I would like to have identified as Ex¬ 
hibit No. 11, a document entitled “ Memorandum to Mr. 
H. A. Wagner, Mr. J. A. Walls—re: Allocation of PRR 
load between Maryland and Pennsylvania:” together 
with two letters dated September 9, 1937 and between 
the two gentlemen just mentioned. So the Record will 
be clear, both letters are dated the same date. 

Trial Examiner : All these documents are stapled 
together? 

Mr. Myse: They are. 

Trial Examiner: The documents, so stapled, will 
be marked Exhibit No. 11 for Identification. 

(The documents referred to were marked Exhibit 
No. 11 for Identification.) 

By Mr. Myse : 

Q. Mr. Spaulding, you have before you the document 
which has been identified in the Record as Exhibit No. 11? 
[159] A. Yes. 

Q. And that is the intercompany arrangement, or the 
memorandum to which you have just referred? A. It is. 

Q. Will you please explain how this arrangement is 
carried out? A. An Operating Committee made up of a 
representative each from Penn Water and Baltimore Com¬ 
pany, recommended in this memorandum a method of di¬ 
vision of the Pennsylvania Railroad revenues as between 
Baltimore Company and Penn Water. 

The accompanying letters which have been identified as 
a portion of the Exhibit approved this recommendation of 
the Operating Committee. 

The memorandum recommends that the total revenues 
from the Pennsylvania Railroad, including charges for 
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special facilities, be divided between Baltimore Company 
and Penn Water in proportion to the kilowatt-hours deliv¬ 
ered to the Railroad in Maryland (including the District of 
Columbia) and Pennsylvania, respectively. 

This memorandum has been the basis of division of 
Railroad revenues between Penn Water and Baltimore 
Company to date. The division so recommended was pro¬ 
posed because the records required were readily available, 
the method a simple one, and because any inaccuracy in 
the division so made would [160] affect only the gros^ reve¬ 
nues and not the operating income of the companies. 

The division of revenues is not in proportion to the 
specific services rendered by each of the parties, nor to the 
cost or value of such services. 

Q. Row does Safe Harbor share in the division of such 
revenues? A. Safe Harbor does not share in the ^bove- 
mentioned division of Railroad revenues directly, but 
through other contracts is assured the earnings on its in¬ 
vestment made for services under the Railroad contract. 

Mr. Myse: Mr. Examiner, I have a copy jof an 
agreement dated June 1, 1931, between Safe ifarbor 
Water Power Corporation, Consolidated Gas Ejectric 
Light and Power Company of Baltimore and Pennsyl¬ 
vania Water and Power Company, together with sup¬ 
plemental agreements dated August 1,1932 and Novem¬ 
ber 22, 1939. I understand that all these agreements 
are likewise on file with the Commission, the designa¬ 
tions of which will be identified by the witness fn the 
Record. 

I would ask that these agreements be incorporated 
into the Record by reference as Item No. E. j 

Trial Examiner: It is going to be necessary to give 
a separate letter item designation to each one of! these 
as long as they stand in the file of the Commission as 
separate filings. 
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Mr. Myse: Then may we separate them, Mr. Ex¬ 
aminer, as [ 161 ] E, F and G? 

Trial Examiner: The witness is prepared to give 
the corresponding Federal Power Commission rate 
schedule file numbers, is he? 

Mr. Myse: He is. 

Trial Examiner : He can do that at the beginning 
of his testimony to avoid the handling which we had 
with the other items? 

Mr. Myse: Yes, sir. 

Trial Examiner : Very well, Item E, the agreement 
of June 1, 1931. 

Item F is the supplemental agreement of August 
1,1932. 

Item G will be the supplementary agreement of 
November 22,1939. All of this is conditioned upon the 
numbers being given when ruled upon. 

Proceed. 

By Mr. Myse : 

Q. Mr. Spaulding, you have before you the agreement 
dated June 1,1931, between Safe Harbor Water Power Cor¬ 
poration, Consolidated Gas Electric Light and Power Com¬ 
pany of Baltimore and Pennsylvania Water and Power 
Company? A. Yes, sir. 

Q. That being the agreement to which you have just 
referred? A. Yes, sir. 

[162] Q. Have those agreements and the two supplements 
been filed with the Federal Power Commission by Penn 
Water? A. Yes, they have. The original contract of 
June 1, 1931, identified as Item E, providing for the sale 
of power and energy, transmission service and payments 
therefor, was filed with the Federal Power Commission by 
Penn Water on January 13, 1936, and designated as Fed¬ 
eral Power Commission Bate Schedule No. 8. 
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The supplement to this agreement, dated August 1, 
1932, and designated Item F, covering an agreement by 
Penn Water to directly or indirectly through S. T. Com¬ 
pany extend its transmission system to interconnect with 
Potomac Electric Power Company was similarly filed with 
the Federal Power Commission as supplement No. 1 to Rate 
Schedule No. 8. 

The second supplement to the agreement, dated Novem¬ 
ber 22, 1939, identified as Item G, covering authorization 
for installation of Unit No. 1 in the Safe Harbor project, 
was filed with the Federal Power Commission on Decem¬ 
ber 7, 1939, designated Exhibit A to Federal Power Com¬ 
mission Rate Schedule No. 8. 

Mr. Myse: I ask that the contracts just identified 
be incorporated into the Record by reference. 

Trial Examiner : Any objection ? 

Mr. Goldberg: No objection. 

Trial Examiner : Items designated E, F and G are 
[163] incorporated in the Record by reference. 

(Items designated E, F and G were thereupoiji in¬ 
corporated in the Record by reference.) 

By Mr. Myse : 

Q. Mr. Spaulding, have you prepared a tabulation 
showing the volume of services to The Pennsylvania Rail¬ 
road under the Railroad contract, heretofore identified as 
Exhibit 10, indicating thereon the division of these services 
to the Railroad in the States of Pennsylvania and Maryland, 
including the District of Columbia, for the years 1944 ^nd 
1945! A. Yes, I have. | 

Mb. Myse: I ask that the document entitled “Serv- 
ices to Pennsylvania Railroad, Under Railroad Con¬ 
tract, and Division Between Maryland and Pennsyl¬ 
vania” be marked for Identification as Exhibit No. 12. 
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Trial Examiner: The document you want will be 

marked as Exhibit No. 12 for Identification. 

(The document referred to was marked Exhibit No. 

12 for Identification.) 

[164] By Mr. Myse: 

Q. Mr. Spaulding, you have before you the document 
which has been identified as Exhibit No. 12. A. Yes. 

Q. Will you please state what this exhibit shows? 
A. This exhibit, No. 12, shows the total kilowatt-hours of 
energy delivered to The Pennsylvania Railroad in the 
States of Pennsylvania and Maryland (including the Dis¬ 
trict of Columbia), respectively, for the years 1944 and 
1945, based on the operating and billing records of the Com¬ 
pany, and for the year 1946 based on the present estimates 
of load requirements of the railroad. 

There is also shown on this exhibit, the installed single 
phase capacity, as water-wheel generators or frequency 
changers and their location. Such special facilities in Penn¬ 
sylvania are owned and operated by the Safe Harbor Com¬ 
pany, while the special facilities in the District of Colum¬ 
bia are owned and operated by the Potomac Electric Power 
Company. 

In addition to the single phase generating equipment 
shown, Penn Water has installed as special facilities for 
service to the Railroad, (1) a transformer substation adja¬ 
cent to the Safe Harbor hydroelectric development with 
transformer capacities totalling 80,000 kva., (2) a 13 kv. 
single phase bus with transformer and machine oil circuit 
breakers, including [165] provisions for additional trans¬ 
former capacity in this substation, owned and operated by 
The Pennsylvania Railroad, and (3) a 32 mile steel tower 
line with four 132 kv. single phase circuits, owned and op¬ 
erated by Penn Water and its subsidiary, Stco of Mary¬ 
land, extending from Safe Harbor, Pennsylvania, to Perry- 
ville, Maryland, with short connecting lines to substations 
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of the Railroad at Fishing Creek, Pennsylvania, and Oono- 
wingo, Maryland. 

Q. Mr. Spaulding, have you prepared a tabulation 
showing the total revenues received from The Pennsylvania 
Railroad for services under the Pennsylvania Railroad con¬ 
tract, for the joint services in the States of Pennsylvania 
and Maryland? A. I have. 

By Mb. Myse : 

Q. Mr. Spaulding, have you also shown on this tabu¬ 
lation the division of the total net revenues received by Penn 
Water from Baltimore Company for services rendered by 
the Railroad Company in the State of Pennsylvania? ! A. 
I have. i 

Mr. Myse: I ask to have identified as Exhibit No. 
13 [166] the document entitled “ Total Revenues Re¬ 
ceived from Pennsylvania Railroad for Joint Services 
in Pennsylvania and Maryland and Division of Reve¬ 
nues Received by Penn Water.” 

Trial Examiner: The tabulation will be marked 
Exhibit No. 13 for Identification. 

(The document above referred to was marked Ex¬ 
hibit No. 13 for Identification.) 

• • • 

[170] Q. Mr. Spaulding, looking over the record of yester¬ 
day, I find that you used the term 14 Penn Water was the 
only non-captive wholesale utility company in the United 
States,” will you define with a little more particularity the 
use of that term? A. As I have used the term “hon- 
captive company”, I have referred to a company whose 
stock is owned by the public and whose stock is neither 
controlled by nor owned by another public utility company. 

Q. Do you have a copy of Exhibit 13 for Identification 
before you? A. Yes, sir. 

Q. Will you please state the source shown on Exhibit 
13 for Identification? A. The total revenues for jpint 
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services to The Pennsylvania Railroad for the years 1944 
and 1945 are from [171] the actual billing records prepared 
by Penn Water and submitted to the Railroad by Baltimore 
Company. 

The revenues for 1946 are based on the estimated re¬ 
quirements of the Railroad for the current year. The di¬ 
vision of the total revenues paid by Baltimore Company to 
Penn Water is taken from the intercompany billing rec¬ 
ords prepared in accord with the Operating Committee 
memorandum offered for identification as Exhibit 11. 

Q. Mr. Spaulding, have you prepared a tabulation 
showing the special facilities provided for the supply of 
power to the Railroad under the Railroad Contract offered 
as and identified as Exhibit 10 indicating the specific pay¬ 
ments made by the Railroad under the terms of that agree¬ 
ment for such facilities? A. I have. 

Mr. Myse : I ask to have marked for Identification 
a document entitled “Specified Facilities and other 
special Facilities provided under terms of Railroad 
Contract” as Exhibit 14. 

Trial, Examiner : It may be marked for Identifica¬ 
tion as Exhibit 14. 

(The document above referred to was marked Ex¬ 
hibit No. 14 for Identification.) 

Trial Examiner: You may proceed. 

[172] By Mb. Myse: 

Q. Mr. Spaulding, you have before you the document 
which has been marked as Exhibit 14 for Identification. I 
ask you to please state what this Exhibit shows? A. 
There is shown on this exhibit each of the specified facili¬ 
ties provided under the Railroad contract, the payments 
made by the Railroad under the terms of the Contract, to¬ 
gether with the ownership and location of such facility. 
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Q. Mr. Spauling (sic), you have stated, have you not, 
that all revenues paid by the Railroad are paid to Balti¬ 
more Company? A. Yes, I have. 

Q. Are any of the contract charges for special facili¬ 
ties paid directly to the owning companies? A. No, (they 
are not. 

Q. With reference to Exhibit 14 for Identification,! will 
you please indicate how the owning companies are compen¬ 
sated for their investment and operation of these special 
facilities? A. The investments made by Safe Harbof for 
the facilities owned by it, and the operating expenses in con¬ 
nection therewith, are included together with all of its 
other facilities as the basis for the bills rendered by |3afe 
Harbor to Baltimore Company and Penn Water Company 
under the Safe Harbor Contract, identified in this recond as 
Item E. 

[173] Mr. Goldberg : That is E, F and G, isn’t it? 

Mr. Myse: I think that is correct. 

The Witness: That is correct; E, F, and G. 

By Mr. Myse : 

Q. Will you continue, please? A. In connection ^vith 
such billing, Baltimore then pays Safe Harbor two-thirds 
of the cost of such special facilities provided by Safe flar- 
bor for the Railroad, and Penn Water one-third. 

Penn Water’s one-third must in turn come in part f^om 
the allocated division of Railroad’s revenues, as shown in 
Exhibit 13, and any remainder must come from Baltimore 
Company through the power agreement between Baltimore 
and Penn Water. 

The investment made by Potomac Electric Power Com¬ 
pany for special Railroad facilities and their operating 
costs are paid by Baltimore Company to Potomac Elecjtric 
Power Company under the terms of the power contract be¬ 
tween those parties. 
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Q. Are any of these special facilities for the Railroad 
owned or operated directly by Baltimore Company? A. 
No, they are not. 

Q. Referring to Exhibit 14 for Identification, there ap¬ 
pears near the bottom, a credit to the revenues received 
for special facilities for the rental and maintenance of the 
[174] 110 Kv. circuit between Patapsco Crossing and Ben- 
ning, D. C. 

Will you please explain this item? A. The Rail¬ 
road Contract, Exhibit 10 in this proceeding, provides that 
the Railroad will make available to the supplying parties 
the transmission line built by the Railroad on its elec¬ 
trification structures between the Patapsco Crossing, a 
point on the outskirts of Baltimore, and the Benning plant 
of the Potomac Electric Power Company in Washington, 
for the use of the supplying companies in assuring ample 
transmission capacity between Baltimore Company and the 
Hydro Companies, on the one hand, and the Railroad fre¬ 
quency changer installed by Potomac Electric Power Com¬ 
pany in its Benning plant, on the other hand. 

The use of this latter facility was in recognition of 
the fact that Potomac Electric Power Company provided 
the Railroad frequency changer; but did not obligate itself 
to otherwise install generating capacity for the supply of 
power to the Railroad. 

The negative payment of $6,000 shown at the bottom of 
Exhibit 14, is a credit allowed under the terms of the Rail¬ 
road contract for the use of this circuit. 

Q. Mr. Spaulding, you have previously referred to in¬ 
terchange agreements, or arrangements, with your Penn¬ 
sylvania customers, and you stated, did you not, that these 
interchange agreements are separable from the contractual 
arrangements for [175] the supply of firm power. A. 
That is correct. 

Q. Are the contractual provisions for interchange and 
for firm power services incorporated in the same contracts ? 
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[176] A. Not in every case, but as previously stated, the 
billing for interchange sales and purchases is separate and 
distinct from the billing for firm power and other services. 

Q. What is the usual basis for accounting and billing 
for interchange transactions? A. Interchange sales and 
purchases are usually accounted for and billed on the ijasis 
of a division of the savings resulting from such transac¬ 
tions when the generation of energy at a lower cost plant on 
one system can be used to replace generation at a higher 
cost plant on another system. 

The difference in cost of the actual generation and 
what it would have cost for the replaced generation, wliich 
is the resulting savings, is divided between the parties. 

When energy is generated at a steam plant, the resul¬ 
tant savings on such transactions are usually divided be¬ 
tween the generating and receiving companies on a 50-50 
basis. 

When energy is generated at a hydro plant that would 
not be needed by the hydro company in the supply of its 
firm power customers, it is the general practice for [the 
hydro company to sell such energy at 70 per cent of the (jost 
which the receiving company would have incurred in gen¬ 
erating such energy itself. 

Q. Now, are all interchange transactions made on sych 
a replacement basis? [177] A. No, Penn Water's inter¬ 

change contracts, in addition to providing for economy in¬ 
terchange transactions, also provide that the two parties 
shall assist each other under emergency conditions, to j;he 
extent possible without affecting other services or obliga¬ 
tions of the assisting parties. Such provisions were par¬ 
ticularly valuable during the recent war period when as¬ 
sistance was rendered on a daily and, frequently, oa a 
weekly basis, by making energy and capacity available to 
a company that needed to maintain its limited generating 
resources, or by providing through such arrangements tjhe 
necessary reserve capacity. 
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The interconnected companies very generally assisted 
each other in such a cooperative manner during the past 
five years. 

The charges made for such services were as provided 
for under the interconnection agreements, and are usually 
based on the generating company’s cost plus ten per cent. 

Q. Mr. Spaulding, have you prepared a tabulation 
showing the volume of interchange transactions in 1944 and 
1945? A. Yes, I have. 

Mr. Myse: I ask to have identified as Exhibit No. 
15 a document entitled “Pennsylvania Water & Power 
Company—Total Interchange Sales to and Interchange 
Purchases from Pennsylvania customers.” 

Trial Examiner : The document may be marked for 
[178] identification as Exhibit No. 15. 

(The document above referred to was marked Ex¬ 
hibit No. 15 for Identification.) 

By Mr. Myse: 

Q. Mr. Spaulding, do you have before you the docu¬ 
ment which has been marked for identification as Exhibit 
No. 15? A. Yes. 

Q. Will you please state what this exhibit shows? 
A. Exhibit No. 15 shows the total volume of interchange 
transactions with other Pennsylvania Utilities for the years 
1944 and 1945, and as estimated for the year 1946, on the 
assumption that the river flow of the Susquehanna River 
would be normal for the year. 

The kilowatt hour transactions are shown, together 
with the revenues received therefrom, and Penn Water’s 
share of the savings on such transactions which were ac¬ 
counted for as described above. 

Mr. Goldberg: Are you about to pass Exhibit 15 
for identification? 


Mr. Myse : Yes. 
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Mr. Goldberg : I wonder if I might inquire of the 
witness something about this exhibit so we will kpow 
how to read the exhibit correctly? 

Trial Examiner: You may. 

[179] Mr. Goldberg: Mr. Spaulding, under the thirdIcol- 

umn for the year 1944 you show that Penn Water’s 
share of savings was $150,164, whereas under the in¬ 
terchange sales you show $21,162 with reference to the 
purchases. j 

Do we add those two figures together in reading 
the exhibit to give us a total saving of $171,000, in 
round figures? I 

The Witness : That is correct. 

Mr. Goldberg : Thank you very much. 

[180] Mr. Myse: Mr. Examiner, I ask that the agree¬ 
ment between Consolidated Gas Electric Light ^nd 
Power Company of Baltimore and Pennsylvania WaJ;er 
& Power Company dated December 31, 1927, together 
with supplemental agreement dated December 27, 1928, 
and June 1, 1931, be designated as Item H, to be in¬ 
corporated by reference. 

That another supplemental agreement between tjhe 
same parties, namely, Consolidated Gas Electric Li^ht 
and Power Company of Baltimore and Pennsylvania 
Water & Power Company, dated September 29, 19$9, 
be designated as Item I, to be incorporated in the rec¬ 
ord by reference. 


I propose to identify the filing numbers undj 
which they were filed with the Federal Power Comm 
sion. 


er 

s- 


Trial Examiner: You will incorporate these 
reference to the documents in the official files of the 
Commission? 


Mr. Myse : That is correct. 
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Mb. Goldberg: That is by reference, Mr. Exam¬ 
iner, not to the formal files of the Commission, because 
it is my impression that the rate contract filings are 
not a part of the formal files of the Commission. 

Trial Examiner: No, as I indicated, this is by 
reference to the official files of the Commission. 

Mb. Myse: I might say that in the printed copy 
of the agreement we have handed to the Examiner, 
the supplemental agreement of September 29, 1939, 
which I have asked to be [181] incorporated by refer¬ 
ence as Item I, appears beginning at page 41. 

Tbial Examiner: Of this document you have 
handed the Examiner for his convenience? 

Mb. Myse : That is right. 

By Mr. Myse : 

Q. Mr. Spaulding, will you please indicate for the 
record the power agreements between Penn Water and 
Baltimore Company, and state whether these contracts are 
on file with the Federal Power Commission? A. The 
agreement of December 31, 1927, between Baltimore Com¬ 
pany and Penn Water, and the two supplements thereto of 
December 27, 1928, and June 1, 1931, identified as Item H, 
were filed by Penn Water with Federal Power Commission 
January 13, 1936, and designated by the Commission as 
Federal Power Commission Rate Schedule No. 1. 

The supplement to these exhibits dated September 29, 
1939- 

Q. (Interposing) You mean the agreements? A. 
Yes. The supplement to these agreements dated Septem¬ 
ber 29, 1939, and identified as Item I were filed by Penn 
Water with, the Federal Power Commission on October 
2nd, 1939, and designated by the Commission as Supple¬ 
ment No. 1 to Rate Schedule No. 1. 

Baltimore Company and Penn Water are the only par¬ 
ties to [182] these agreements. 
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Q. Are there any other agreements of Penn Wateij* in¬ 
volving services to Baltimore Company? A. Yes. There 
are two main agreements now in effect which are inter¬ 
dependent and which set forth the contractual relation^ of 
Penn Water and Safe Harbor with Baltimore Company. 

Both were the outgrowth of twenty years of experience 
by the two company in determining the best methods of 
promoting the coordination of the hydro and transmission 
facilities of Penn Water with the steam generating plants 
of Baltimore Company, to the end of maximum utilization 
of natural resources, minimumization of investment and the 
utmost in service availability to the ultimate customer. 

Q. You have referred to two agreements with Balti¬ 
more Company? A. Yes. 

Q. Are you referring to the three-party contract !be- 
tween Penn Water, Safe Harbor, and Baltimore, identified 
as Items E, F and G, as one of them? A. Yes. Under 
this agreement Penn Water and Baltimore Company be¬ 
came entitled to the entire output of the Safe Harbor plhnt 
and undertook to provide to Safe Harbor Company con¬ 
tractual return in addition to all of the expenses, the agree¬ 
ment identified as Item E and supplement thereto, identi¬ 
fied [183] as Items F and G, also provided for the con¬ 
struction of transmission lines by Penn Water, in part £or 
the delivery of Baltimore Company’s share of the output 
of the Safe Harbor plant. 

Q. What other agreement did you refer to? A. The 
other agreement, identified as Item H, and the supplement 
included as Item I, is the controlling instrument between 
Penn Water and Baltimore Company, expresses the basic 
policy governing the rendering of services by Penn Waller 
and the payment of compensation therefor by Baltimore 
Company. 

Q. What services are furnished under this agreement? 
A. This agreement as presently amended does not provide 
for the furnishing or delivery of any specified amount pf 
capacity and energy. This agreement does provide on tiie 
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one hand that the Baltimore Company is entitled to all 
of the power and energy available to Penn Water from its 
own plants and from Safe Harbor and not disposed of to 
other customers of Penn Water, together with all savings 
that can be secured through coordinated system planning 
and through interchange transactions with adjoining sys¬ 
tems by means of the transmission facilities of Penn Water. 

On the other hand, it provides that Penn Water in 
return for allowing such participation by Baltimore Com¬ 
pany in the most effective utilization of the power and 
transmission resources of Penn Water and Safe Harbor, 
is to receive compensation [184] from Baltimore Company 
predicated on the earnings theretofore established com¬ 
petitively by Penn Water in the field of wholesale power 
supply both to Baltimore Company and to the other cus¬ 
tomers of Penn W^ater. 

[185] Q. How is the compensation under this contract re¬ 
lated to the services furnished? A. The agreement with 
Baltimore Company established an initial level of compen¬ 
sation to Penn Water based on the revenues then being 
received by Penn Water from all of its customers, including 
Baltimore Company and related to the amount of energy 
available in an average river flow year, to be adjusted with 
variations in investment devoted by Penn Water for power 
production and transmission services. 

This method of compensation to Penn Water provided 
for payments by Baltimore Company to be in the form of 
an annually determined payment independent of the num¬ 
ber of kilowatts and kilowatt hours actually furnished in 
any particular year. 

A similar plan of compensation was also adopted in the 
case of the payments which Penn Water and Baltimore 
Company make to Safe Harbor under the contract desig¬ 
nated as Items E, F and G, each paying to Safe Harbor its 
contract proportion of its total specified amount consisting 
of the contract return plus expenses, such payments being 
in the same proportion as the contract entitlement of each 
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company and without regard to the actual amount or divi¬ 
sion of any capacity and energy actually furnished to each 
in any year. 

The greatest advantage derived from this arrangement 
was the removal of all artificial barriers which would in¬ 
terfere with the hour-to-hour, day-to-day, and the tyng- 
range [186] coordination of the power resources of the 
companies involved. 

Such a goal had not been as fully achieved by Penn 
Water and the Baltimore Company in two decades of pre¬ 
ceding power relations. 

Q. Why was it not possible to obtain the full advan¬ 
tages of coordinated operation under the early contracts 
with Baltimore? A. The evolution of Penn Water’s 
power agreements with its customers in Baltimore included 
the early extreme of a stipulated capacity service always 
available and price on a kilowatt-year basis, combined with 
additional energy sales at a stated mill rate during specified 
hours of the day. 

Another form of sale was a stipulated capacity service 
combined with a limited amount of yearly energy at a stated 
mill rate to be taken at the customer’s desires. 

Neither form of contractual arrangement recognised 
the possibility of energy purchases in large volume during 
the periods of ample flow, nor the coordinated scheduling 
of the available steam resources in the interest of operating 
economy. 

The first development in the improvement of hydjro 
utilization was an arrangement whereby the customers pe- 
gan to purchase supplementary energy to replace their 
normal steam generation. This involved the demonstration 
that the customers could reduce their steam generation 
without impairment of the [187] reliability of their distribu¬ 
tion service. 

Because such hydro energy was viewed at first only ^s 
a substitute for steam energy, customers were not dis¬ 
posed to pay more for it than the mere incremental cost of 
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steam generation. Within a few years, however, the volume 
of supplementary energy being absorbed was greater than 
the amount of the so-called firm energy for which the 
customers had contracted, and the recognition began to de¬ 
velop that customers were able to derive a capacity value 
from such hydro supply in addition to its value as replace¬ 
ment energy. 

4. When did Penn Water’s contracts first provide the 
necessary contractual incentive for coordinated operation! 
A. Penn Water’s power agreements with its customers in 
Baltimore and Pennsylvania, in the years up to 1931, had 
not yet developed a contractual incentive which would en¬ 
courage the fullest coordinated utilization of the facilities 
and power resources of the several customers. 

[188] Penn Water was always under the difficulty of estab¬ 
lishing a contractual operating procedure with its cus¬ 
tomers which would permits its hydro resources to be used 
to the best advantage of the customers, and the steam 
plants of the customers to be used in the most economical 
fashion with regard to their own loads and the loads of 
other customers. 

Necessarily, Penn Water had to deal individually with 
its separate customers, all of whom were inclined to view 
their own power requirements as matters distinct from the 
requirements of other customers. 

Q. What recognition was given to the opportunities 
for coordinated operation under the 1927 contract identified 
as part of Item H? A. By 1927, the contractual and 
operating arrangement with Baltimore Company had dem¬ 
onstrated the desirability of coordinated operation of the 
facilities of the two companies and the 1927 agreement, 
recognized and expressed this intent, but the past practice 
of stipulating capacity and energy services and the con¬ 
ditions under which they were to be available, was con¬ 
tinued. 

Detailed contractual provisions were utilized regarding 
hydro pondage regulation and the amount of permissible 
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steam generation by Baltimore Company in relation to |load 
changes, capacity margins and minimum loads. 

There were arrangements for the purchase by Penn 
Water [189] of steam energy from Baltimore Company and 
a credit by Baltimore Company to Penn Water in case of 
hydro losses occasioned by unnecessary steam generation. 

Such provisions were intended to assure to Baltiipore 


Company that the expected services would be received, and 
to assure to Penn Water that the maximum use woul^i be 
made of its facilities and that the expected revenues would 
materialize. 

Q. What were the character of the rates and charges 
under this 1927 agreement that you have referred to? 
A. Specified payments for special facilities were provided 
for in connection with certain distribution facilities in¬ 
stalled by Penn Water at its Highlandtown terminal sub¬ 
station, and a transmission line built by S. T. Co. of Mary¬ 
land on its right-of-way, for the exclusive use of Baltimore 
Company. 

The rate provisions included an adjustable specific 
capacity charge per kilowatt of one hour integrated p>eak 
service and a similar charge per kilowatt of swing and 
reserve capacity service in excess of the integrated peak 
supply. 

These peak services were to be redetermined from time 
to time giving consideration to the actual and predictable 
changes in the amount and character of the loads of Balti¬ 
more Company and of Penn Water’s other customers, in¬ 
stalled generating capacities and availability, and in 
methods of operation. | 


[190] The separate energy rate was graded in three voliime 
steps on an annual basis. 

Q. Did this 1927 agreement accomplish the desired de¬ 
gree of coordination? A. No, it did not. Although this 
contractual arrangement, made for a long term undertook 
to broaden the scope of the cooperative utilization of the 
power resources of the two companies, and to avoid all 
unnecessary duplication of investment and operating cost, 



74 


George Whittier Spaulding, Direct 


it nevertheless still failed to promote the maximum co¬ 
ordinated use of the power resources of the respective 
parties. 

Even before the problem of bringing the Safe Harbor 
project into the picture as a new generating source on the 
basis of cooperative ownership had been comprehended, 
the intricacies of the arrangements and the operating im¬ 
pediments arising from the accounting for energy of dif¬ 
ferent classifications and rates and 'with varying capacity 
possibilities, had been recognized. 

Q. Could Safe Harbor have been developed and oper¬ 
ated under the 1927 form of contract? A. No, it could 
not. When an attempt was made to work out a contractual 
arrangement concerning the Safe Harbor project, it was 
believed that the previous thinking regarding appropriate 
mechanisms of power contracts would have to be materially 
modified if any workable procedure was to be [191] ac¬ 
complished. The services rendered by Penn Water’s and 
Safe Harbor’s generating plants would in certain respects 
be similar although differing in volume; yet, for the rea¬ 
sons stated by Mr. Walls in his testimony, Penn Water had 
prior claim on the market, with the right to have its own 
plant loaded and its capacity service recognized, before 
Safe Harbor was entitled to derive revenue from the same 
market sources. 

If the two hydro plants were to be considered as sepa¬ 
rate identities, each should want to operate its own pondage 
to its own advantage, and these interests could not be 
expected to harmonize. 

It would not be good operating practice to segregate 
the loads which the two hydro developments would serve, 
as they necessarily had to serve the same load markets and 
utilize the same primary transmission system. 

It became obvious that if the payments for the outputs 
of the two plants were to be made in accordance with past 
practice on the basis of separate unit rates for capacity 
and energy, all of the disadvantages of the existing two- 
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party contractual arrangement between Penn Water and 
Baltimore would be greatly aggravated. 

Not only would the problem of segregation and classifi¬ 
cation of capacity and energy services be difficult, if not 
impossible, on the basis of metered quantities, but arbitrary 
[192] assumptions in that respect would not always con¬ 
form either with facts or the equities of the situation. 

But the greatest harm in such a course would be caused 
by the artificial barriers that would be created to the proper 
dispatching of the available water power at the two plants 
and the coordination of their operation with the steam 
plants of the customers that ultimately receive the outputs 
of the plants. 

Q. Has the change in contract form accomplished by 
the 1931 amendment removed these artificial barrier^ to 
coordinated operation? A. Yes. Almost 15 years of ex¬ 
perience have now been had with the contractual arrange¬ 
ments that were developed and initiated in 1931. 

All of the objectives desired in 1931 have been at¬ 
tained. The Safe Harbor project was successfully con¬ 
structed, financed and brought to a proper earning level. 
The most effective utilization of the system steam capacity 
and energy and that of our hydro plants has been fully 
achieved, with the resulting conservation of fuel, particu¬ 
larly during the critical days of fuel shortage in the recent 
national emergency, of benefit to the public. 

The ability to supply the Pennsylvania Railroad Com¬ 
pany at several widely separated points, to the convenience 
and advantage of the customer, would not have been pos¬ 
sible [193] had it been sought separately by Penn Water 
or by Baltimore Company, operating under a contractual 
arrangement that was complicated with artificial barriers. 

And finally, Baltimore Company has the assurance for 
a long period, extending to 1980, of the advantages ^nd 
certainty of a large source of hydro service which is closely 
coordinated with its own steam resources, and offering the 
opportunity to achieve the maximum economy of system 
operation. 
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Q. Could the benefits of coordinated operation to the 
interconnected system be accomplished through any other 
contractual arrangement than that resulting from the two 
contracts negotiated in 1931, identified in this record as 
Items E, F and 6 and Items H and I, respectively? A. It 
might be possible to negotiate with Safe Harbor’s and Penn 
Water’s existing customers, power contracts that would 
accomplish this end, but such contracts would have to be 
predicated on; first, that the Holtwood hydroelectric devel¬ 
opment and the Safe Harbor hydroelectric development, 
together with the transmission system of Penn Water be 
completely under one ownership to eliminate possible ad¬ 
verse interest in earnings; and, second, that such contracts 
would provide for the proper incentive to the several cus¬ 
tomers of the hydro companies to assure the accomplish¬ 
ment of maximum overall economies, to provide for an 
equitable division with its customers of the savings result¬ 
ing from such operations, [194] and would not introduce 
any artificial barriers to hinder the most economical method 
of operation. 

[195] Q. Are the present services rendered by Penn Water 
and Safe Harbor to Baltimore Company independent of 
one another? A. No, they are not. 

Q. Will you please explain in what respect they are 
joint services? A. The agreements between Penn 
Water and Safe Harbor and Baltimore Company, identi¬ 
fied as Item E, f [F] and Gr and H and I are premised on 
the recognition that the services derived from hydro gen¬ 
eration and rendered to Baltimore Company by the two 
hydro companies are physically inseparable. 

Baltimore Company is entitled to its share of the Safe 
Harbor output, and to all of the power and energy of 
Penn Water from its own plants, and from [Penn] Water’s 
share of the Safe Harbor output which is not used by 
other customers of Penn Water. A kilowatt hour of en¬ 
ergy and a kilowatt of available capacity of Safe Harbor 
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has the same potentialities as a kilowatt hour and kilolwatt 
from the Holtwood plants. 

The Safe Harbor and Holtwood plants are operated as 
a unit with respect to their use of the available water,, and 
the important aspect of this joint service by the hydro Com¬ 
panies lies in the utilization made of the total hydro ca¬ 
pacity and energy on the system load. 

I have shown by reference to the load charts in Ex¬ 
hibit 8 that in periods when the river flow is less than full 
draft, the available hydro energy is operated in the ^eak 
portion of [196] the load requirements for the purpose of 
reducing the steam generating capacity that has to be Oper¬ 
ated by its customers. 

A point to be noted is that no distinction is made in 
this regard between the hydro energy generated at Holt¬ 
wood and that at Safe Harbor. Both contribute jointly to 
the capacity savings of steam generation and to the fuel 
replacement benefit, as well. The values that would attach 
on a competitive basis as to the outputs of the two plants 
would be different if this were not so, because a greater 
value would be assigned to the energy allocated to or oper¬ 
ated in the top of the system load requirements. 

The joint nature of the services of the two hydro com¬ 
panies is seen also in the co-mingling of the outputs of their 
plants in the dispatching of economy flow hydro energy 
in interchange transactions with adjacent utility systems. 
In fact, all of such business is transacted by Penn Water 
regardless of whether the energy concerned is derived from 
the Holtwood or Safe Harbor plants. This is immaterial 
under the existing contractual arrangements, since Balti¬ 
more Company is entitled to receive the benefits of reduc¬ 
tions in the expenses of both Penn Water and Safe I^ar- 
bor that are made possible by disposing of hydro energy 
where it can be absorbed most economically. 

Another phase of the joint services of Penn Water 
and Safe Harbor is found in the utilization which both 
make of the transmission system of Penn Water. Penn 
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Water developed [197] its transmission lines and those of 
its wholly owned subsidiary, the Stco [STCo.] of Mary¬ 
land, for the purpose of rendering services to and deliver¬ 
ing and interchanging energy to and with its customers in 
Pennsylvania, Baltimore and in Washington. 

When the Safe Harbor project was brought into opera¬ 
tion, it was necessary to increase the transmission ca¬ 
pacity to Baltimore, and, at the same time, this new plant 
was electrically connected to the plants at Holtwood. Both 
plants deliver their outputs jointly in the Penn Water 
transmission network. Energy from both Penn Water and 
Safe Harbor is free to flow to all customers of Penn Water, 
and this is as it should be. 

Q. Do the contractual relations with Baltimore Com¬ 
pany recognize the joint nature of these services? A. 
Yes. The contractual arrangements with the Baltimore 
Bompany [sic] were purposely designed in 1931 to permit 
the joint services of Penn Water and Safe Harbor to be 
utilized in a natural physical manner with a minimum of 
inter-company accounting and nonproductive effort that 
would only impede the economical operation of the power 
system. This could not be done were artificial barriers 
in effect, or the true natures of the joint services of Penn 
Water and Safe Harbor not fully understood. 

• • * 

[198] Q. Mr. Spaulding, have you prepared a tabulation 
showing the payments by Penn Water to Safe Harbor for 
the years 1944 and 1945 for actual conditions and as esti¬ 
mated for the year 1946? A. Yes, I have. 

Mr. Myse: I ask to have identified as Exhibit 16 
the document entitled “Payments made by Penn Water 
and Baltimore Company to Safe Harbor Water Power 
Corporation”. 

Trial Examiner: The tabulation will be marked 
Exhibit 16 for Identification. 
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[199] (The document above referred to was marked! Ex¬ 
hibit No. 16 for Identification.) 

By Mb. Myse : 

Q. Mr. Spaulding, will you please state what Exhibit 
16 for Identification shows'? A. This exhibit show^ the 
actual payments by Penn Water to Safe Harbor for the 
years 1944 and 1945, and the estimated payments foij the 
year 1946. It also shows the actual payments by Baltiihore 
Company to Safe Harbor for the years 1944 and 1945 and 
is estimated for the year 1946. 

Mb. Myse : I ask to have identified as Exhibit 17 a 
document dated January 8, 1945 and entitled “j3afe 
Harbor Company’s bill to Baltimore Company 
Holtwood Company for the year 1944”, and atta 
thereto are similar bills for the year 1945 and as 
mated for the year 1946. 

Trial Examiner: The document referred to will 
be marked Exhibit 17 for Identification. 

(The document above referred to was marked Ex¬ 
hibit No. 17 for Identification. ) 

Mr. Myse : I also ask to have identified as Exhibit 
18 the document entitled “Holtwood Company’s bill 
to Baltimore Company for December, 1944”, and! at¬ 
tached thereto like bills for December 1945 and as Esti¬ 
mated for the year 1946. 

Trial Examiner: The document will be marked 
Exhibit 18 for Identification. 

[200] (The document above referred to was marked 
Exhibit No. 18 for Identification.) 

By Mr. Myse : 

Q. Mr. Spaulding, will you please identify and siate 
what is shown on Exhibits 17 and 18 for Identification? 
A. Exhibit 17 are Safe Harbor’s actual bills to Penn Water 
and Baltimore Company as prepared and agreed upon! by 
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the Operating Committee for the companies for the years 

1944 and 1945, dated January 8, 1945, and January 8, 1946, 
respectively, together with Safe Harbor’s estimated bill 
to Penn Water and Baltimore Company for the year 1946, 
dated April 11,1946. 

[201] Although these bills are headed “Bills for December, 

1945 and December, 1944”, they are the final adjusted bills 
as computed by the Operating Committee at the close of the 
year. 

Q. Will you state what is shown on Exhibit 18 for 
Identification? A. Exhibit 18 for Identification is Penn 
Water’s actual bills to Baltimore Company as prepared and 
agreed upon by their Operating Committee for 1944, 1945, 
dated January 8, 1945 and January 8, 1946, respectively, 
together with Penn Water’s estimated bill to Baltimore 
Company for the year 1946, dated April 11,1946. 

Q. Likewise, the bills shown on Exhibit 18 state that 
it is for December, 1944. Will you explain the meaning of 
that designation? A. The bills between Safe Harbor on 
the one hand, and Penn W^ater and Baltimore on the other, 
as well as the bills rendered by Penn Water to Baltimore 
Company are redetermined quarterly, until the last quarter, 
when a final adjustment is made at the end of November 
and at the end of the year respectively. These bills are 
the final bills prepared after the close of the year, but are 
further subject to adjustment later in the year, if final 
adjustments are found necessary. 

Q. Do you know whether or not there were any adjust¬ 
ments to the bills for the year 1944? [202] A. There 

were no adjustments after the close of the year 1944 and 
1945, for either companies. 

Q. Mr. Spaulding, you stated previously, in your testi¬ 
mony with respect to your Pennsylvania customers, that 
these customers are billed separately for firm power serv¬ 
ices and for interchange transactions, did you not? A. 
Yes, I did. 

Q. Do you show on such interchange bills to Penn¬ 
sylvania customers the sales to and purchases from each 
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customer as separate items? A. Yes; they are shown 
as separate items. 

Q. Referring to Exhibit 18 for Identification, will iyou 
indicate how these several separate items are shown there¬ 
on for at least one of your Pennsylvania customers? A. 
Referring to Penn Water’s bill to Baltimore for the year 
1944, being a part of Exhibit 18, Item (e) 1, shows the reve¬ 
nues received by Penn Water from Pennsylvania Power & 
Light Company for firm power services as $2,166,823.11. 
The amount received as revenue from that company for in¬ 
terchange which it purchased from Penn Water is shown 
in Item (e) 7, as $290,314.66, while the amount paid to the 
Pennsylvania Power & Light Company by Penn Water for 
interchange purchased is shown in Item (d) 3 as $50,17^.73. 

Q. Does this same annual bill of Penn Water to Balti¬ 
more Company for the year 1944 show similar segregated 
items [203] with respect to Baltimore Company for $rm 
power services and for interchange services? A. Noj; it 
does not. 

Q. Will you please explain? A. Referring to !the 
annual bills for 1944 and 1945 included as parts of Exhibit 
18 for Identification, it will be noted on each bill that liem 
(i) on the annual bills for 1944 and 1945 is termed “net 
bill”. All firm power services and interchange services 
have been netted in this one item. As explained previously, 
the payments made by Baltimore Company to Penn Water 
on the basis of this bill are independent of the amount of 
firm power services or the amounts of interchange. 

It is unnecessary, therefore, in the preparation of #;he 
annual bill to state the actual amount of energy delivered 
to, or the amount of backfeed energy received from, Balti¬ 
more Company. 

Q. Is it possible for you to restate Penn Water’s bill to 
Baltimore Company so that it would show the payment by 
Baltimore Company to Penn Water for firm power serv¬ 
ices, exclusive of interchange transactions? A. Yesj it 
is. The operating records of the company permit the de- 
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termination of the amount of interchange services to Balti¬ 
more Company and the amount of backfeed purchased from 
Baltimore Company and the amount of energy diverted 
from [204] Baltimore Company to which the latter is en¬ 
titled. 

Q. Have you made such a determination? A. Yes; I 
have. 

• • • 

Q. Mr. Spaulding, I will ask you to state what Exhibit 
19 for Identification shows. A. This Exhibit is a re¬ 
statement of Penn Water’s annual bills to Baltimore Com¬ 
pany, identified as Exhibit 18. This restatement segregates 
the effect of interchange transactions between Penn Water 
and Baltimore Company and shows the gross amount of the 
charges for firm power services, for the years 1944 and 
1945, and as currently estimated for the year 1946. 

• • • 

[205] This Item (d) 5 is made up of two components of 
energy purchased from Baltimore Company and used in 
connection with sales by Penn Water in Pennsylvania. 

The first, shown as Item (d) 5a, is the backfeed used in 
connection with sales by Penn Water to its firm power cus¬ 
tomers in Pennsylvania, and, second, Item (d) 5b, is the 
sum of the backfeed energy and of diverted energy used in 
connection with sales as interchange by Penn Water in 
Pennsylvania. 

It should be noted in connection with this latter Item 
(d) 5b, that the revenues received for such interchange 
sales, together with the revenues received on sales of Safe 
Harbor’s and Penn Water’s excess hydro and Penn 
Water’s own economy [206] steam, are the same revenues 
shown by the sum of Items (e) 5, 6 and 7 taken together. 

Q. Will you please explain what you mean by the term 
“diverted energy used in connection with sales as inter¬ 
change”? A. Energy and capacity provided by Penn 
Water and Safe Harbor, to which Baltimore Company is 
entitled and which it could utilize, are at times diverted and 
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sold to others as interchange energy and capacity, -vfith 
Baltimore Company’s cooperation. 

This diversion of energy and capacity, so necessary to 
the coordinated operation of the interconnected system is 
made when it is more economical for the Baltimore or 
Washington Company to increase its own steam generation, 
thereby permitting Penn Water to sell its own energy or 
capacity as interchange to its Pennsylvania customers at a 
price greater than the cost of such generation in Baltimbre 
or Washington. 

Q. Referring now to Item (e) on the adjusted bill to 
Baltimore Company for 1944, Exhibit 19, please explain 
Item (e) 11. A. Item (e) 11 “Baltimore Company in¬ 
terchange” is Penn Water’s compensation from Baltimore 
Company for interchange purchased by Penn Water from 
its Pennsylvania customers and used in connection with the 
services by Penn Water to Baltimore Company. Siich 
transactions take place when it is [207] more economical 
for the Baltimore and Washington Companies to decrease 
their own generation and increase their receipts of energy 
from Penn Water, with a resultant saving in Baltimore 
Company’s operating expenses. 

The amount shown in (e) 11 compensates Penn Water 
for Jthe latter’s expense incurred in purchasing interchange 
from its Pennsylvania customers to replace generation in 
Baltimore and Washington. 

[208] Q. What is the relation between the interchange pur¬ 
chases for the Pennsylvania customers shown in Item (4) 
1, 2, 3, of the interchange services to Baltimore Company ^s 
shown in Item (e) 11? A. Penn Water’s purchase of in¬ 
terchange from its Pennsylvania customers are greater th^n 
the amount of such interchange services to Baltimore Com¬ 
pany, as Penn Water frequently purchased a considerable 
amount of energy in Pennsylvania for use of supply of its 
firm power customer’s requirements in Pennsylvania, whbn 
it is economical to do so to the end of the maximum syste^n 
coordination. 
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These purchases from the Pennsylvania customers for 
firm supply in Pennsylvania are similar in nature to the 
backfeed purchased from Baltimore for use in connection 
with Penn Water’s firm supply in Pennsylvania, which is 
shown in Item (d) 5a. Under several of its contracts Penn 
Water may obtain such energy from the most economical 
source of supply. 

Q. Can you indicate from Exhibit 19 what would be 
Penn Water’s revenues from and payment to Baltimore 
Company with respect to interchange transactions between 
them! A. Yes, I can. Item (d) 5 would be Penn 
Water’s payments to Baltimore Company for interchange 
purchases by Penn Water from Baltimore Company and 
Item (e) 11 would be Penn Water’s revenue from Baltimore 
Company for interchange services rendered by Penn Water 
to Baltimore Company. 

[209] It should also be stated that through these transac¬ 
tions all of Penn Water’s share of the savings on its inter¬ 
change with Pennsylvania customers is credited to the Bal¬ 
timore Company. 

• • • 


[221] GEORGE WHITTIER SPAULDING, 

Cross-Examination. 

By Mr. Goldberg : 

• * • 

[233] Q. My question is: Does Safe Harbor sell inter¬ 
change energy under the contracts identified as H and I? 

• * • 

Mr. Myse : Just a moment. I would like to interject 
and point out that Items H and I are contracts to which 
Safe Harbor is not even a party. 

Mr. Goldberg: I am perfectly aware of that. 

• • • 

[235] Q. Does Safe Harbor sell interchange energy at all! 
First, let me ask you that. Without reference to any con- 
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tract, does it sell interchange energy? A. Yes, jointly 
with Penn Water. 

Q. Does it sell that interchange energy which you say 
it sells jointly with Penn Water, under the contracts iden¬ 
tified as Items H, and I, or under the contracts identified 
as Items E, F and G, or both? A. You have to take them 
together. 

Q. The sales of interchange energy does not take place 
under one group or the other, but takes place under both? 
A. Correct. But the accounting for it is in accord with the 
accounting and billing carried out in connection with the 
contracts submitted and identified as Items H and I. 

Q. Is it not a fact, Mr. Spaulding, that under the con¬ 
tracts identified as E, F and G, which is the contract be¬ 
tween Safe Harbor, Consolidated of Baltimore, and Penn 
Water, that Safe Harbor under that contract sells all of 
its capacity and energy to Consolidated and Penn Water? 

Mr. Sparks: That is subject to the same objection 
that was made a while ago that that involves a con¬ 
sideration of the contract by Mr. Spaulding. 

Trial Examiner: If the Witness can answer that 
question, [236] on the basis of what the practice and 
understanding of the Company is, then that is another 
matter. 

I 

The Witness: Yes. 

Trial Examiner: The Witness is not being asked 
to construe a contract. 

The Witness: Yes. All of Safe Harbor’s capacity 
and energy are under the contracts offered as Items E, F 
and G and the entitlements of Baltimore and Penn Water. 

Q. And those entitlements take care of all of Safe 
Harbor’s capacity and energy, isn’t that so? A. It takes 
care of the entitlements, but not what happens to it. 
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By Me. Goldbeeg: 

Q. You mean by that, that although the contract pro¬ 
visions are to the effect that two-thirds of the capacity and 
energy is provided for as going to Baltimore and one-third 
to Holtwood, that as a matter of fact all of the capacity 
and energy may go to Baltimore at given times ? A. Or 
it may all go to Penn Water’s customers in Pennsylvania 
at given times. 

Q. But the fact of the matter is that wherever it may 
go,—Baltimore, Washington or Pennsylvania—the con¬ 
tracts identified as E, F and G provides for the sale of all 
of Safe Harbor’s energy and capacity, isn’t that so? A. 
That is correct. 

[237] Q. Now, can you tell my why if Safe Harbor is a 
participating party in the contracts identified as Items H 
and I, it is not a party to that contract? A. It is not 
necessary to be. The contracts identified as H and I, and 
the contracts identified as Items E, F and G have to be 
taken together in considering the services to the Balti¬ 
more Company. 

Q. Well, now, let us refer to Items E, F and G, and 
taking your premise that Items E, F and G and H and I 
must be taken together, and that is why it is not neces¬ 
sary to include Safe Harbor in the contracts as identified 
as H and I, why were all three parties included in Items 
E, F and G? It was not any more necessary there, was it, 
according to you. A. May I answer your first question ? 

Q. Yes, go ahead. A. Because Penn Water and 
Baltimore Company jointly owned Safe Harbor and wished 
to be assured of the total capacity and energy of Safe Har¬ 
bor in connection with its respective uses and sales. 

Q. Isn’t it a fact that Consolidated of Baltimore and 
Pennsylvania Water and Power are parties to the agree¬ 
ment identified as Items E, F and G because sales of ca¬ 
pacity and energy are being made to them under that con¬ 
tract by Safe Harbor? A. Only the entitlements. 





George Whittier Spaulding , Cross 


87 


[238] Q. Well, we have been over that. Isn’t that! so? 
Let us go back to my question before Mr. Spaulding inter¬ 
posed as to the entitlements. 

• • • 

The Witness: The answer is, yes. 

By Mb. Goldberg : 

Q. I think you testified that Safe Harbor was a pkrty 
to the original agreement between Pennsylvania Water and 
Power Company and Metropolitan Edison Company, is 
that correct ? A. That is correct. 

Q. And recently, you testified, that that agreement 
was cancelled, and a new one consummated, is that correct? 
A. Correct. 

Q. And in the new contract, Safe Harbor is not a 
party; is that right? A. That is right. 

[239] Q. Only Pennsylvania Water and Power Company 
and Metropolitan Edison Company? A. That is right. 

Q. Why was Safe Harbor omitted? A. The origi¬ 
nal reason for Safe Harbor being made a party to i the 
Edison Light and Power contract of York was to pro'Jide 
that the capacity and energy of Safe Harbor to which the 
Holtwood Company was entitled on the one hand, and re¬ 
ceived and used on the other hand, would be availably in 
that contract to York. 

There were also two other reasons for Safe Harbor 
being made a party. One was a legal reason having to 
do with the right of Safe Harbor to sell and distribute 
energy at wholesale in York County; and the second was 
to protect against double taxation on the sales madej to 
Edison Light and Power. 

■When the new contract was made between Penn Wajter 
and Metropolitan Edison Company effective January 1, 
1946 to supersede the old contract, it was the opinion of 
counsel that it was no longer necessary to make Safe Har¬ 
bor a party to protect its position in the first two instances, 
and the third reason no longer appeared to exist. 
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Q. And for the same reasons yon have outlined for the 
inclusion of Safe Harbor in the original Metropolitan 
Edison contract now superseded Safe Harbor was included 
as a party in the agreements whereby service is [240] pro¬ 
vided to the Philadelphia Electric and Pennsylvania Power 
and Light Company? A. The same reasons existed at 
the times those early contracts were made. 

• t# 

[242] Q. Without asking you to give any legal opinion, 
but based entirely on the reasons you have outlined why 
they were included in the first instance, and not included in 
the second instance, is it reasonable to conclude that since 
Safe Harbor was included in the present contract between 
Pennsylvania Water and Philadelphia Electric and Penn¬ 
sylvania Powder and Light Company, for the same reasons 
then Safe Harbor could be excluded from those contracts? 

• • • 

The Witness: From a practical point of view of 
operation and irrespective of the terms of the contracts or 
the legal interpretations, thereupon, it could be. 

• • • 

[251] Q. Do you recall, Mr. Spaulding, that in your testi¬ 
mony yesterday you spoke about capacity available from 
drawdown of the pond? A. I do. 

Q. At that time were you referring to the Safe Har¬ 
bor pond, or to the Holtwood pond, or both? A. I think 
I stated in the record that both ponds w^ere usable as 
dra’w-down, although the major amount of the storage 
water is behind the Safe Harbor Dam. 

Q. Is the capacity available from draw-down of the 
pond as valuable as the dependable capacity of the stream? 
A. It is. 

Q. To the purchaser? A. Yes, to the purchaser. 

Q. With respect to this new contract just between Penn 

[252] Water and Metropolitan Edison, does the Safe Har- 
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bor render any service under this contract? A. Nc^t di¬ 
rectly. 

Q. Will you please explain your answer—“noj; di¬ 
rectly”? A. The contract is drawn between Metropoli¬ 
tan Edison Company and Penn Water. 

Penn Water assumes all the obligations thereunder. 

However, Penn Water makes the fullest use of itsi own 
resources and those of Safe Harbor in so doing. 

Q. And this was true even before the new contract] was 
entered into? A. That is correct. 

Q. But under the new contract Safe Harbor is r\o t a 
party? A. That is right. 

Q. Of the revenue Penn Water receives under the new 
contract with the Metropolitan Edison does Safe Harbor 
receive any portion of those revenues from Penn Water? 
A. Not directly. 

Q. When you say “not directly” what do you mpan? 
A. All of the payments made by Metropolitan Edison un¬ 
der that contract with Penn Water goes directly to Penn 
Water. 

Those revenues are available, in part, for the pay¬ 
ments on which Penn Water is obligated to Safe Hafbor 
for the [253] services obtained from Safe Harbor by Penn 
Water. 

Q. That is what you meant when you said “not di¬ 
rectly”? A. That is correct. 

Q. In other words, by reason of Penn Water’s ar¬ 
rangement with Metropolitan Edison whereby it receives 
for sale of power and energy to Metropolitan Edison reve¬ 
nues, it has income available to it to enable it to meet its 
obligations in part or in whole to Safe Harbor for the 
energy it receives from Safe Harbor under the agreement 
identified in this proceeding as Items E, F and G for the 
energy, capacity, and the services? A. Yes. 

• • • 

[258] The Witness: Safe Harbor receives no revenues 

from the Metropolitan Edison Company. 
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By Mr. Goldberg : 

Q. Directly or indirectly? A. Directly or in¬ 
directly. 

Q. Prior to the consummation of the new agreement 
between Penn Water and Metropolitan Edison, did Safe 
Harbor receive any revenues directly or indirectly from 
Metropolitan Edison? A. You mean Edison Light and 
Power Company, do you not? 

Q. All right. I will accept that amendment. There 
is some relationship there that enables you to refer to it 
as Edison Light and Power, as I understand it? A. 
Edison Light and Power made payments to Metropolitan 
Edison and Penn Water. 

Q. All right, let us talk in terms of Edison Light and 
Power when we talk about the old contract? A. All 
revenues for services under the prior contracts by Edison 
Light and Power were made directly to Penn Water. 

Mr. Goldberg : I won’t move to strike that answer 

because it is not responsive, Mr. Examiner, but I think 

I am entitled to a direct answer to the question. May 

I have the question read? 

Trial Examiner: Read the question. 

• • • 

[259] The Witness: No; Safe Harbor did not receive any 
revenues from Edison Light and Power Company directly, 
but it received reveneues [sic] indirectly through Penn 
Water. 

By Mr. Goldberg : 

Q. How did it receive revenues indirectly through 
Penn Water? A. Penn Water used Safe Harbor’s serv¬ 
ices to which it was entitled, together with its own resources 
in supplying this power and other services to Edison Light 
and Power of York. 

Q. And Penn Water used the revenues it received from 
Edison Light and Power to pay Safe Harbor for the serv- 
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ices of Safe Harbor that Penn Water used to serve Edison 
Light and Power? A. I think that is correct. 

Q. Were the revenues received from the Edison Light 
and Power Company contracts segregated so that you ■yrere 
able [260] to trace those revenues to Safe Harbor? A. 
No. 

Q. You reached the conclusion that Safe Harboij* re¬ 
ceived revenues indirectly from Penn Water as a result of 
Penn Water’s services to Edison this way,—now, letf me 
state it and you tell me whether I am right or wrong: 

Penn Water received income from its contract \vith 
Edison Light and Power as well as income from its con¬ 
tracts with other customers and it used that income re¬ 
ceived from Edison Light and Power and its other cus¬ 
tomers to meet its obligations to Safe Harbor under Items 
E, F and 6 in this proceeding, is that right? A. That is 
correct. May I qualify that answer? 

Q. Yes. A. The distinctions that I do not fin^ in 
your question, which I have tried to explain, is that l)oth 
Penn Water and Safe Harbor obligated themselves for 
services under the contract with Edison, and it thereby was 
a joint service, although the revenues were actually paid 

by Edison to Penn Water. 

• • • 

[261] Q. You have told us that under the old agreement 
between Penn Water and Edison Light and Power, Safe 
Harbor received revenues indirectly from Penn Water J Is 
it your testimony that under the agreements between Safe 
Harbor, Penn Water and Philadelphia Electric and Safe 
Harbor, Penn Water and Pennsylvania Power and Light 
Company, Safe Harbor also receives revenues from Pjenn 
Water indirectly? 

Mr. Sparks: Excuse me, you did not mean P|enn 

Water [262] indirectly, did you, Mr. Goldberg? 

Mr. Goldberg : Yes, I did. 

The Witness : Will you please read the last part of tjhat 
question? 
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(The preceding question is read.) 

Mb, Goldberg : In both instances it should be 

through Penn Water indirectly. Mr. Sparks is right. 

The Witness : From whom? From the customer? 

By Mr. Goldberg : 

Q. From the customer companies? A. Yes. In 
both of these instances, the P. P. and L. contract with Penn 
Water and Safe Harbor, and the contracts between Penn 
Water, Safe Harbor and the Philadelphia Electric Company 
for services at Coatesville, Penn Water and Safe Harbor 
undertook to provide firm power services jointly, but in 
each instance the revenues were all received from the pur¬ 
chasing company by Penn Water, who, in turn, reimbursed 
Safe Harbor for the use of the facilities and services ren¬ 
dered by Safe Harbor with Penn Water. 

• • • 

Q. Do you say that, even though it is a fact, that all 

[263] of the services rendered by Safe Harbor to Penn 
Water and Baltimore Company are rendered under the 
agreements identified as Items E, F and G in this proceed¬ 
ing, is that right? A. May I have that question read? 

Trial Examiner: Yes, read the question. 

(The preceding question was read.) 

The Witness: No, all the services rendered by Safe 
Harbor are not rendered under the contracts offered as 
Items E, F and G. 

• • • 

Q. And the two customer companies may use those 
services in any way they see fit to meet the requirements 
on their own systems, isn’t that so? 

• • • 

Q. By 4 ‘they see fit”, I mean in accordance with the 

[264] requirements on their system; in other words, there 
are no strings attached by Safe Harbor to their use of the 
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services sold under Items E, F and 6 to Consolidated and 
Penn Water. 

• • • 

[265] The Witness: Safe Harbor entered into other con¬ 
tracts other than those offered as E, F and G for the supply 
of services, with the knowledge and consent of Baltimore 
and Penn Water, which is required under the terms of the 
three-party contract offered and identified as E, F and G. 

• • * 

[269] Q. You told us, now, that under the agreements that 
Penn Water has with Pennsylvania Power and Light Com¬ 
pany and Philadelphia Electric Company, Safe Harbbr re¬ 
ceives revenues indirectly through Penn Water; ijight? 
A. I did. 

Q. I show you Exhibit 18 in this proceeding? A. 

Yes. 

(Witness examines Exhibit 18.) 

By Me. Goldbekg: 

Q. Does it not appear from Item (e) of this power bill 
that the revenues received by Holtwood from this agree¬ 
ment, rather than going to Safe Harbor, are credited to the 
Baltimore Company? [270] A. No, it does not. 

• • • 

[276] Q. Relating ourselves to the contracts which produce 
the revenues shown as (e) 1 to (e) 3, and let us say which 
are shown on Exhibit 18, it is a fact, is it not, that the pbwer 
bill marked as Exhibit No. 18 shows revenues received by 
the Holtwood Company from its customer companies; from 
those customer companies, that is? A. Yes, under con¬ 
tracts to which Safe Harbor was a party. 

Q. And under those contracts, you stated Safe Hatbor 
indirectly received revenues through Penn Water; right? 
A. That is correct. 

Q. And the revenues received under those contracts are 
shown in (e) 1, (e) 2 and (e) 3 of Exhibit No. 18, page 1, 
right? A. They are. 
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Q. They are a part of the make-up of the total figure 
of $5,930,957.24, right? [277] A. Sure, they are. 

Q. Each figure contributes—or at least this figure con¬ 
tributes to the Baltimore net bill- A. (Interposing) 

I do not hear you. 

Q. Which figure, of which I have spoken, contributes 
to the ultimate net bill of $2,027,848.76 to the Baltimore 
Company; right? 

• • • 

The Witness: It does not contribute to it, it is used 
here in this Exhibit as a means of arriving at a contract 
figure. 

By Mr. Goldberg : 

Q. In Exhibit 18, in arriving at the amount Baltimore 
Company owes Holtwood, all of the revenues received from 
the contracts we have just discussed were credited to Balti¬ 
more Company, right? A. No. 

Q. No? A. No, they were not credited to the Balti¬ 
more Company,—as I understand your question—but they 
were merely used as an amount to determine the revenues 
that the Baltimore Company owed Penn Water. 

[278] Q. As a result of which computations the amount of 
money owed by Baltimore Company to Holtwood was cor¬ 
respondingly reduced; right ? 

The Witness: May I have the question read? 

Trial Examiner: Read the question. 

(The preceding question was read.) 

The Witness: No. That is not correct. 

By Mr. Goldberg : 

Q. Did not the Baltimore Company receive the benefit 
of all of those revenues? A. They did not. 

Q. If you eliminate (e) 1 on Exhibit 18, what would the 
situation be? A. If you eliminate (e) 1 from Exhibit 18, 
and you eliminate the services rendered thereunder, then 
Baltimore Company would have paid more money and got 
greater services. 
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Q. Suppose we reduce the amount of revenue received 
from Pennsylvania Power and Light Company for firm 
pow r er to $1,000,000, in round figures, instead of $2,166,- 
823.11, shown on Exhibit 18, what would the power bill have 
been, Mr. Spaulding? A. I will have to have morel in¬ 
formation, because I could not answer the question other¬ 
wise. 

Q. There is no change in the services. A. That bill 
to the Baltimore Company would have [279] increased^ 

Q. And solely, as a result of the difference in jthe 
amount of revenues received from Pennsylvania Power and 
Light Company, right? A. That is correct. 


[281] DONALD GUNN, 

a witness on behalf of the Respondent, being first djuly 
sworn, testified as follows: 

Direct Examination. 

By Mr. Hull : | 

Q. Your name is Donald Gunn? A. It is. 

Q. What is your present position with the Respondent 
company and your occupation? A. I am an engineer, 
and I am Chief Engineer of Pennsylvania Water & Power 
Company and Assistant Advisory Engineer of the Safe 
Harbor Water Power Corporation. I am also a Director 
of Susquehanna Transmission Company of Maryland. I 
Q. How much experience have you had in the electric 
light and power industry? A. Approximately twenty 
years, altogether, principally with the Duquesne Light Com¬ 
pany of Pittsburgh, the Georgia Power Company, and the 
Holtwood and Safe Harbor companies. 

[282] Of these companies, the Georgia Power Company aid 
the Holtwood and Safe Harbor companies operate exten¬ 
sive hydroelectric plants. 

I graduated from the Darlington Military Academy jn 
1919, after completing the scientific course, and from the 
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Georgia School of Technology in 1925, receiving the degree 
of Bachelor of Science in Electrical Engineering. 

In 1926, while taking a course of apprentice engineering 
training offered by the Duquesne Light Company of Pitts¬ 
burgh, I did post-graduate work on high-voltage trans¬ 
formers at the Carnegie Institute of Technology. 

Prior to graduation from the Georgia School of Tech¬ 
nology, I had about two-and-a-half years’ experience suc¬ 
cessively as an electrician for the Walker Electric Company 
on cotton mill electrification, as apprentice lineman for 
Georgia Power Company on 4,000-volt line construction 
and repair, as station operator for Georgia Power Com¬ 
pany, and as draftsman for the same company. 

During that period, I was also employed for about 
seven months by the Glover Machine Works on the design 
of industrial locomotives and locomotive cranes. 

After graduation from the Georgia School of Tech¬ 
nology, I took a course of apprentice engineer’s training 
offered by the Duquesne Light Company of Pittsburgh. 
This course of training was for one year and included 
proportionate [283] experience in each functional depart¬ 
ment of that company’s business. The Duquesne Light 
Company serves electricity and commercial heat in the City 
of Pittsburgh and the surrounding industrial area. 

Upon completion of the apprentice engineer’s training 
course, and for a period of about one year, I was employed 
as junior engineer in the system’s development department. 
I prepared economic and special engineering studies of the 
Duquesne Light Company system; made studies to deter¬ 
mine system additions; made analytical studies of opera¬ 
tion ; and assisted in development testing on power system 
equipment. 

On April 1, 1927, I became field supervisor in the sys¬ 
tem operating department of Duquesne Light Company. 
My responsibilities in this position included studies to de¬ 
termine the proper operating voltage schedule for electric 
generating stations, supervision over and placing in serv- 
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ice of all additions to the company’s system, supervision 
over general changes in system voltage, together ^ith 
special investigation of power interchange capacity between 
interconnected operating companies in Western Pennjsyl- 
vania and Ohio. 

From April 23, 1928, until February 1, 1929, ijvas 
connected with the American Rolling Mill Company. Inur¬ 
ing this period I became familiar with all phases of steel 
manufacture, particularly in promotion of the use of t[hat 
[284] company’s products by electric utility companies* 

On February 1, 1929, I accepted a position with the 
Pittsburgh branch of the Byllesby Engineering and Man¬ 
agement Corporation as Assistant to the General Superin¬ 
tendent of Construction. During the course of about qne- 
and-a-half years’ employment by this company, my duties 
were of a general nature on a construction program wl|ich 
employed in excess of 5,000 men. 

Special investigation undertaken by the construction 
department of this company during that period was under 
my supervision. 

From October 1930 until August 1942, I was employed 
by Penn Water and Safe Harbor Company, and my duties 
were those of Assistant to the Chief Engineer. 

I should like to say here that throughout my testimony 
in referring to Pennsylvania Water and Power Company 
and its wholly owned subsidiary, Susquehanna Transmis¬ 
sion Company of Maryland jointly, I will refer to the com¬ 
bination as Penn Water. When referring to those com¬ 
panies separately, I will use their full corporate names. 

I was employed by these companies for work on the 
Safe Harbor project shortly after the Safe Harbor Com¬ 
pany undertook development of that project. In addition 
to my general duties in connection with the development! of 
the Safe Harbor project, I was delegated responsibility jfor 
estimating and [285] cost studies and the preparation of 
labor wage schedules for both Penn Water and Shfe 
Harbor. 
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After the first four units were installed at Safe Harbor, 
I undertook a detailed study of depreciation of important 
medium and low-head hydroelectric developments of early 
origin in the eastern part of the United States and Canada. 

This study covered developments representing more 
than 2,000,000 installed horsepower and included detailed 
physical examinations, specific determination of physical 
property history, a study of the history of the development 
of the various elements of property, past maintenance ex¬ 
perience, operating conditions and other factors necessary 
to a determination of actual depreciation. 

Q. You spoke of 2,000,000 installed capacity. Do you 
mean 2,000,000 horsepower or 2,000,000 kilowatts? A. 
2,000,000 installed horsepower capacity. 

Q. Will you proceed. A. My duties have been such 
that I have been intimately familiar with the design and 
construction features of Penn Water’s and Safe Harbor’s 
property and its operation and maintenance during the past 
15 years. 

Since my employment with these companies, I have 
been familiar with material and supplies purchases of the 
companies for both operation and construction. In my 
present [286] position, I am responsible for major main¬ 
tenance and construction projects for both Penn Water and 
Safe Harbor Water Power Corporation. 

Since my employment by these companies, I have been 
responsible for the classification of all construction costs 
as well as the division of costs between construction and 
operation and maintenance. During the years 1936 to 1940, 
the preparation of original cost studies of Penn Water, 
pursuant to orders of the Federal Pow T er Commission was 
made under my supervision. 

In 1942 I became Chief Engineer of Pennsylvania 
"Water and Power Company; Assistant Advisory Engineer 
of Safe Harbor Water Power Corporation; and Director of 
Susquehanna Transmission Company of Maryland. 
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In 1939 and again in 1944, I made studies of actjual 
existing depreciation in the property of Safe Harbor Writer 
Power Corporation and testified to the results of thjose 
studies in two rate proceedings before the Federal Poorer 
Commission, which proceedings are designated IT-5494 ^nd 
IT-5914. j 

I am a professional engineer, registered in the Stages 
of Maryland and Pennsylvania, and I am a member of the 
American Institute of Electrical Engineers and the Airier- 
ican Society of Civil Engineers. 

I am also a member of the Special Depreciation Crim- 
mittee [287] of the Pennsylvania Electric Association, ^nd 
have been an alternate member of the American Society 1 of 
Civil Engineers’ Subcommittee on Depreciation. 


[402] DONALD GUNN, i 

Direct Examination (Resumed). 

By Mr. Sparks : 

Q. Your name is Donald Gunn? A. Yes. 

Q. And you have previously testified as to your qua|li- 
fications and experiences? A. I have. 

Q. Has there been prepared under your supervision a 
consolidated statement showing Original Cost of Electric 
Plant of the Pennsylvania Water & Power Company a^id 
Susquehanna Transmission Company of Maryland as of 
December 31, 1945? A. There has been. 

• • • 

Q. Mr. Gunn, I hand you a copy of a document which 
has [403] been marked for identification as Exhibit No. 25 
and ask you if this document, consisting of three sheets, is 
a copy of the statement to which you have referred? A- 
It is. | 

Q. Will you describe this exhibit and state how it was 
prepared? A. Pursuant to Instruction 2-D, Electric 
Plant Accounts of the Uniform System of Accounts Pr^- 
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scribed for Public Utilities and Licensees by the Federal 
Power Commission, which became effective January 1,1937, 
and an order of that Commission adopted May 11, 1937, 
Pennsylvania Water & Power Company and its wholly 
owned subsidiaries, Susquehanna Transmission Company 
of Maryland, Susquehanna Transmission Company of 
Pennsylvania and Pennsylvania Transmission Company 
proceeded to make original cost studies covering the period 
from the formation of the Companies to December 31,1936. 
These were filed with this Commission on May 15,1940. 

• • • 

[404] Trial Examiner: The various documents described 
by counsel which bear the designations Items K to N, 
inclusive, are received in evidence by incorporation and 
reference to the official files of the Commission. 

• • • 

[406] Q. You may proceed. A. It should be noted that 
in December, 1939, the Susquehanna Transmission Com¬ 
pany of Pennsylvania, and the Pennsylvania Transmission 
Company were merged with the Pennsylvania Water & 
Power Company. 

Consequently, the original cost studies of these three 
companies have been combined into one, and are shown as 
one figure designated as “Pennsylvania Water & Power 
Company,” on the statement marked for identification as 
Exhibit 25. 

The Susquehanna Transmission Company of Maryland 
is shown separately. 

One of the first steps in the original cost determination 
was the taking of an inventory of all plant and equipment 
in service on December 31, 1936. 

Concurrently with the taking of the inventory, analyses 
were made of all of the cost records of the Pennsylvania 
Water & Power Company, McCall Ferry Power Company— 
including Susquehanna Contracting Company—the com¬ 
mittee acting for the bondholders of McCall Ferry Power 
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Company, and the receiver for McCall Ferry Power Com¬ 
pany. 

Similar inventories and cost studies were made for jthe 
three subsidiary transmission companies. Then followed 
the process of matching the inventories against the c^ost 
analyses. 

Responsibility for the original cost study of Pennsyl¬ 
vania [407] Water & Power Company and all of its sub¬ 
sidiary companies was assigned to me. I received my gen¬ 
eral instructions from Mr. Walls, President of Pennsyl¬ 
vania Water & Power Company. On accounting matters, 
my instruction and guidance came from Mr. J. E. O’Connpr, 
who was vice-president and secretary of that company. 

Mr. W. H. Eichhorn, Jr., who is secretary and assistant 
treasurer of Pennsylvania. Water & Power Company, As¬ 
sisted me with the accounting problems involved in i(he 
study. | 

Mr. R. L. Bortner, who is right-of-way engineer atnd 
assistant secretary of Pennsylvania Water & Power Com¬ 
pany, assisted me on matters relating to real property.1 
Mr. R. W. Chase, who is civil engineer assigned to 
special studies, assisted in the determination of the date 
of the beginning of commercial operation and on othjer 
problems involving engineering and technical decisions, j 
Mr. D. L. Wetzel, who is budget engineer, was respon¬ 
sible for inventorying the property, compiling analyses of 
costs, reconciling the cost analyses with the inventory, apd 
similar matters. ] 

The statement marked for identification as Exhibit ^5 
shows in column (b) the amount of the original cost as 6f 
December 31,1936. 

To the original cost as of December 31,1936, there has 
been added the net additions to the property of the company 
[408] and its wholly owned subsidiary, Susquehanna Trans¬ 
mission Company of Maryland, for the period January 1, 
1937 to December 31,1945. 
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By adding these two amounts together, we have ar¬ 
rived at the total original cost of Pennsylvania Water & 
Power Company and Susquehanna Transmission Company 
of Maryland as of December 31,1945. 

The statement shows combined electric plants in serv¬ 
ice as of December 31, 1945, amounting to $36,389,381.93. 

In addition to electric plant in service, the following 
items are included: 

Account 103, construction work in progress. 

Account 104, electric plant held for future use. 

Q. Mr. Gunn, will you read those account numbers 
again, please? A. I beg your pardon. They should read 
as follow: 

Account 100.3—construction work in progress. 

Account 100.4—electric plant held for future use. 

Q. Proceed. A. Construction work in progress 
represents the cost of property additions which are not yet 
completed, but which, when completed, will be charged to 
appropriate plant accounts. 

Electric plant held for future use represents property 
which is neither construction "work in progress or plant in 
service, but the need for which in the future can be foreseen. 
[409] Q. Is the amount, which was recommended in the 
original cost filing, to be held in Account 107, included in 
this exhibit? A. No. For the purpose of this proceed¬ 
ing, we are not claiming the amount recommended to be 
held in Account 107 as part of original cost. 

Q. What does the exhibit show to be the total original 
cost as of December 31, 1945? A. The total original 
cost, as of December 31,1945, is $36,704,706.47. 

Q. $36,704,706.47. Has there been prepared under 
your supervision the “History of the Holtwood Develop¬ 
ment to the Beginning of Commercial Operation—October 1, 
1911”? A. Yes. 

Q. Is this document, containing some 120 pages, the 
history to which you refer? A. It is. 
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[410] Q. Mr. Gunn, I hand you a document which has peen 
marked Exhibit No. 26 for identification. I ask you ifj this 
is a document containing about 126 pages which is thej his¬ 
tory to which you refer? A. It is. 

Q. Is there accompanying this history supporting docu¬ 
mentary proof? A. There is. 


[412] Q. Mr. Gunn, I hand you a document consisting (j>f 68 
parts, which has been marked for identification as Exhibit 
27, and ask you if this is the bound volume to which you 
have referred? A. Yes. 

Q. That is the volume you have made reference to here¬ 
tofore? A. It is. 

Mr. Sparks: If Your Honor please, in order ^hat 
we may facilitate reference to the exhibit, I want tol ask 
Mr. Gunn this question. 

By Mr. Sparks : 

Q. Mr. Gunn, are there references in Exhibit 26 to leer- 
tain exhibit numbers, references which refer to Parts jl to 
68 in Exhibit marked for identification No. 27 ? A. Tfhat 
is correct. 

[413] Q. Mr. Gunn, what was the occasion for the prepara¬ 
tion of these historical data? A. In connection with the 
companies’ compliance with the Commission’s 1937 system 
of accounts and in anticipation of the possibility of a pro¬ 
ceeding to determine the net investment in the project after 
a license would be issued by the Commission, we proceeded 
to gather all of the information that we could concerning 
the early history of the development. 

Exhibit No. 27 for identification contains the significant 
documentary evidence concerning the early history of jthe 
development. These documents were procured from jthe 
files of the companies, and from offices of other concerns 
which were interested in and connected with this develop¬ 
ment. 
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Exhibit 26 is a chronological summation of the docu¬ 
ments, showing their interrelation in connection with each 
other. 

Copies of these exhibits, No. 26 for Identification and 
No. 27 for Identification, were furnished to the Commis¬ 
sion’s Staff during the latter part of 1940. 

Q. 1940? A. 1944. 

Q. 1944? A. 1944. 

Q. These two exhibits here? A. Yes. 

• • • 

[414] Trial Examiner: Exhibit 25 for Identification is 
received in evidence. 

• i • 

Cross-Examination. 

By Mb. Goldberg: 

[417] Q. Mr. Gunn, I direct your attention to Exhibit 27 
Part 1, that appears to be the affidavit of a Dr. Franz Hahr 
Stewart, Mr. Hollis Rinehart, Jr., and Cary T. Hutchinson. 
Is Mr. Hutchinson alive today? A. No, he is dead. 
Q. When did he die? A. A few days after this 
affidavit was obtained. 

Q. Is Dr. Stewart alive? A. So far as I know. I 
am not personally acquainted [418] with Dr. Stewart. 

Q. How about Mr. Rinehart? A. So far as I know 
he is also alive. 

Q. And as far as you know are both Dr. Stewart and 
Mr. Rinehart still living in Florida? A. So far as I 
know, yes. 

Q. I notice in the paragraph numbered 1 of Mr. Hutch¬ 
inson’s affidavit that he states that he held numerous con¬ 
ferences in Miami, New York and Baltimore with repre¬ 
sentatives of Pennsylvania Water & Power Company. 

"When were those conferences held? A. Those con¬ 
ferences were held over a period of about six or eight 
months preceding January, 1939. 


Donald Gunn, Cross 105 

Q. Were they all in 1938, all of the conferences? A. 
Yes, they were all in 1938. There may have been cine in 
1937, but the principal of them were in 1938. 

Q. Did yon keep any notes on those conferences ? | A. 
Well, I would’t say- 

Q. (Interrupting) I have assumed in my question that 
you were present. A. I was present. 

Q. At all the conferences ? A. Yes. 

Q. And you don’t recall whether you kept notes dn the 
conferences? [419] A. I may have made some notfes of 
some sort. I did not make any particular report on the con¬ 
ferences. 

Q. Do you have any material prepared by you that 
would enable you to refresh your recollection about (when 
those conferences took place and what transpired? A. 
I think I could refer to my file and find letters written to 
Dr. Hutchinson making arrangements for the conferences, 
and I think in other letters I might find references td the 
discussions I had with Hutchinson. Just how much o( the 
substance of the conferences that I had with Hutchinson 
would be revealed by that, I don’t know. 

Q. Were you the only representative of the Pennsyl¬ 
vania Water & Power Company present at those confer¬ 
ences with Mr. Hutchinson ? A. I was the only one that 
was present at all of them, but at various times various 
other people were present. 

Q. Who were the others? A. Mr. Chase, I believe, 
and Mr. Eichhorn. I believe at one of the conferences] Mr. 
Higgins was present. 

Q. Was Mr. Hutchinson ill at the time you conferred 
with him in 1938? A. No, not at all. 

Q. How old was Mr. Hutchinson when he died, do you 
know? A. He was in his 70’s and I believe he was near 
75. I am not certain of that. 

[420] Q. Your conferences with Mr. Hutchinson were in 
connection with preparing the original cost studies which 
have been introduced into this case, is that right? A. 
That is correct. The conferences were part of my effprts 
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to find out what had happened in the creation of the enter¬ 
prise, and I also sought to obtain records that Hutchinson 
had, if any. 

Q. Was it your expectation that the information you 
would secure would be used in supporting the company’s 
original cost claims before the Federal Power Commission? 
A. Yes, that was the reason. 

Q. When you undertook to confer with Mr. Hutchinson, 
were you instructed to seek him out and confer with him? 
A. Well, no, I cannot say that I was instructed to. I had 
worked for some time studying the documents that were 
in the company’s files and had quite a number of docu¬ 
ments, but up to that time and until after that time I had 
been unable to fit the documents together so as to make a 
complete story, so as a recall I requested permission to go 
to see all of the principals then living with respect to the 
McCall Ferry development and to find out from them what 
they knew about what transpired in the formation and de¬ 
velopment of the company, and as I recall Hutchinson was 
was the first one that I went to see because he was one of the 
men closest to the project. 

Q. Of whom did you request this permission? [421] 
A. Mr. Walls. Perhaps it may have been Mr. O’Connor. 
I don’t recall which. 

Q. Were counsel for the company consulted at the time 
you undertook these investigations? A. No, I don’t be¬ 
lieve they were. Well, they knew we were going ahead with 
that—just a moment. Do you mean were counsel consulted 
when I undertook these conferences or when I undertook 
the preparation of the data? 

Q. When you undertook to seek out and interview these 
persons who were at one time connected with the McCall 
Ferry project. A. No, they were not consulted. 

Q. Then as far as you know, no one considered the 
question of taking the depositions of the persons you were 
going to seek out and to preserve their testimony for the 
purpose of any proceeding you might have before the Fed- 
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eral Power Commission, is that right? A. I don’t (recall 
that that was discussed. 

Q. Were you scheduled to see Mr. Hutchinson pt the 
time you went down to Florida? I assume you did go down 
to Florida because your name appears as having befen in 
Florida. A. That is correct. It had been two or three 
months since I had seen Mr. Hutchinson and I had expected 
about a month before the time I went to see him thpt he 
would be in New York, and we had definite plans ma^le to 
meet at that time [422] for further discussion of the de¬ 
velopment of McCall Ferry. However, he did not show up, 
and early in January, 1939, Mr. Rinehart, who was his! per¬ 
sonal lawyer, got in touch with me and told me of Hutjehin- 
son’s serious condition and that if we wanted any further 
help from Dr. Hutchinson, that we should come to Florida. 
[423] Q. At the time Mr. Rinehart contacted you, did he 
advise you that Mr. Hutchinson’s illness was of such a 
nature that Mr. Hutchinson might not survive it? A. 
I don’t think he just put it that way. I think he tolO me 
he was in very bad health, with some sort of an illness, and 
I don’t recall that he said what. | 

Q. And, fearing that he might die before you secured 
the information, you went down to Florida to get a state¬ 
ment from him? A. That is correct. 

Q. And, at that time, as far as you know, the ques¬ 
tion of securing Dr. Hutchinson’s testimony by deposition 
to preserve it for the proceedings that might take pjlace 
before the Federal Power Commission in connection ^vith 
the company’s original cost studies was not taken up? 
A. Was not taken up, at that time it would have l]>een 
quite impossible to have done it. 

Q. It was not impossible for you to get the affidavit, 
was it? A. No, the affidavit was drawn by Hutchinsqn’s 
lawyer. j 

Q. It might have been possible to have gotten a deposi¬ 
tion as well, isn’t that so? A. If you had gotten it spon 
enough, yes. 
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Q. Tell me a little bit about how this statement, [424] 
signed by Mr. Hutchinson, was prepared. Did you prepare 
it? A. No, I did not. 

Q. Did Mr. Rinehart prepare it? A. Mr. Rinehart 
prepared it. 

Q. After consultation with you ? A. After consulta¬ 
tion with me and after I submitted to Mr. Rinehart a com¬ 
pilation of all of the facts that we had in our records, and 
those things which I had discussed with Hutchinson in 
previous conferences. All of those facts were submitted 
to Rinehart and I told Rinehart what the nature of the 
affidavit was we wanted, what we wanted it for, and the 
scope that I should like for him to cover in it. 

Q. By “scope”, you mean what you would have liked 
to have incorporated in the statement by Dr. Hutchinson 
from this memorandum you had, is that right? A. That 
is right. 

Q. Did you leave the memorandum with Mr. Rine¬ 
hart? A. I don’t recall whether I did or not. It is not 
quite proper to call it a memorandum. What it in fact 
was- 

Q. (Interrupting) Do you have it here? A. Not 
in Washington. 

Q. Do you have it in Baltimore? A. Yes, I think 
I have it in Baltimore. 

It was a description similar to parts of Exhibit 26, to 
[425] which was attached documentary evidence from our 
files, similar to the documents in Exhibit 27. It was a 
running description of what Hutchinson’s connection with 
the project has been as revealed by our files, supported by 
such documents as were in our files, to establish what was 
the fact. It was in the nature of a factual statement. 

Q. Did Mr. Rinehart show it to you before it was 
signed? A. I believe so; I believe I saw it. 

Q. And were you satisfied with it or did you make any 
further suggestions? A. It seems to me that I made 
several suggestions as to the scope of it. He had not 



Donald Gunn , Cross 109 

covered enough points in it, or all the points, that I thought 
were necessary. 

Q. Part 8 of Exhibit 27 is a statement of George C. 
Lee, a partner of Lee, Higginson and Company. Is Mr. 
Lee alive? A. Yes. 

Q. Where does he live? A. In Boston, or rather 
in a suburb of Boston. He usually goes out of Boston for 
the summer. I don’t know whether he has left yet, or not. 

[426] Q. Part No. 9 contains a question and answer state¬ 
ment interposed by Mr. Fiske [Fisk]. Is Mr. Fiske alive? 
A. No, Mr. Fiske is dead. 

Q. I notice the statement was taken in the Memorial 
Hospital in New York. A. Yes. 

Q. Did he die soon after the affidavit was prepared? 
A. I believe it was a matter of months, something less than 
a year, but still a matter of months. 

Q. What was the nature of his illness, if you knpw? 
A. I believe he died of a throat infection, however, I ain— 
if I am not mistaken—although I am not sure of that 1 ^ I 
think it was a throat infection. j 

Q. Were you there at the time this statement ^vas 
taken before the notary public, Wilton D. Cole? A. 
Wilton D. Cole was counsel. I was not present when!his 
statement was taken. He was his counsel. 

Q. Had you seen Mr. Fiske at any time or times be¬ 
fore December 29, 1938? A. Yes. 

Q. When? A. I discussed the early history of 
McCalls Ferry with him two or three times, I believe. 

Q. That was two or three times in 1938? A. I be¬ 
lieve they were. 

[427] Q. Was Mr. Fiske well up in years wffien you ^rst 

saw him? A. Yes. He was near 80, I would say. 

• • * 

Q. Were any discussions had looking toward ^;he 
preservation of Mr. Fiske’s testimony by way of deposi¬ 
tion? [428] A. I do not recall that there was, although 
at the time the statement was taken from Mr. Fiske we 
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did not expect that he would die immediately, as was the 
case of Mr. Hutchinson. 

• • § 

Trial Examiner: Of that answer I will strike all 

of the answer except the first part of the statement 

reading “I do not recall that there was.” 

• • • 

[429] Q. Will you tell me how the arrangements were made 
to take Mr. Fiske’s testimony in the Memorial Hospital on 
December 29, 1938? A. I simply told Mr. Fiske’s 
counsel, Mr. Cole, that -we would like to have such a state¬ 
ment, and he made the arrangements. I do not know what 
arrangements were made. 

Q. Let me see if I can follow through with the sequence 
of events. A. Yes. 

[430] Q. Some time in 1938, prior to December 29, you 
saw Mr. Fiske tw’o or three times to discuss the early his¬ 
tory of McCalls Ferry Power Company. 

Is that right? A. That is correct. 

Q. After that conference, or at that last conference 
with him, did you secure a statement from him? A. 
From Mr. Fiske? 

Q. Yes. A. Did I secure the statement? 

Q. Yes. A. I did not. 

Q. Were you scheduled to see Mr. Fiske prior to De¬ 
cember 29, and subsequent to the last conference you had 
with him in 1938? A. No, I did not, bcause Mr. Fiske 
suggested at the last time I discussed the McCalls Ferry 
matter with him that I should in the future, take that mat¬ 
ter up with his counsel, and he gave me the name of Mr. 
Cole. 

Q. Subsequently, you did take it up with his counsel? 
A. Yes, sir. 

Q. Do you recall when you took it up with Mr. Fiske’s 
counsel? A. Oh, I would say it was within a few days, 
or perhaps a week or two within the last time that I talked 
to Mr. Fiske. 
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[431] Q. How long was that before December 29, can ^ou 
tell me that? A. Several months. 

Q. Is it your understanding that though you made a 
request of Mr. Fiske’s counsel, Mr. Cole, for the statement 
several months before December 29, 1938, Mr. Cole waited 
until Mr. Fiske was in Memorial Hospital, to take a state¬ 
ment? A. No. I do not understand that to be the man¬ 
ner in which it took place. I did not understand your ques¬ 
tion. I understood you to ask me when did I take up the 
subject of McCalls Ferry with Mr. Cole in response to Mr. 
Fiske’s request. I said a few weeks afterwards. I th|nk 
it was several months before that, I had spoken to Mr. 
Fiske. When I spoke to Mr. Cole, and when Mr. Cole ^as 
requested to obtain this statement, some two or thfee 
months had elapsed, I believe after I had first taken up 
the Fiske matter with him, and he promptly secured the (in¬ 
formation. 

Q. Did he tell you at that time that Mr. Fiske vj-as 
ill? A. Yes. 

[432] Q. You told him to go ahead and get the statement, 
anyway? A. Yes. I told him to go ahead and get l^he 
statement anyway. 

Q. Did you go to New York, on that date, December 
29, 1938? A. I do not recall. I doubt whether I <Jid 
or not. If I did, it was not on Mr. Fiske’s business, but 
some other matter. 

Q. Did you prepare the questions which appear iin 
Exhibit 27, Part 9? A. No, I did not. 

Q. Did you prepare the compilation or memorandum 
for Mr. Cole’s use in securing the answers which appear 
in Part 9 of Exhibit 27 for Identification? A. Yes, I d^d. 
I prepared a description of Mr. Fiske’s connection with tjie 
enterprise, and supplied Mr. Cole with the documents froim 
our records, supporting it. 

Q. I think you did not see the document until it w^s 
signed, or rather until after it was signed and sworn to by 
Mr. Fiske? A. Yes. 
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Q. Mr. Cole mailed it to you? A. I believe it was 
mailed to me, as I recall. 

Q. No. 21 of Exhibit 27 for Identification; that is, 
[433] that would be Part 21 of Exhibit 27 for Identifica¬ 
tion, appears to be the testimony of James H. Harlow re¬ 
garding the value of McCall Ferry stocks and bonds. 

Am I to understand that that testimony was given in 
1907 in the Circuit Court of Cecil County, Maryland in a 
case entitled, ‘ 4 Susquehanna Power versus the Proprie¬ 
tors of Susquehanna Canal”? A. That is correct. 

Q. Is this all of Mr. Harlow’s testimony in that case? 
A. No. He gave a very great volume of that testimony, 
but that is all of the testimony relating to the value of 
those securities. 

Q. Who made the selection from his testimony? A. 
I made it. 

Q. Did you read all of his testimony in that case? 
A. I did not personally read it all. I instructed another 
person to read it and mark the references in the testimony 
to the McCall Ferry Power Company stocks and bonds, 
and the value thereof. 

Q. I am advised that Cecil County, is Cecil County, 
Maryland? A. Yes, that is in the northern part of it, 
I do not think I identified this. 

Q. Well,—I think the record is a little unclear [434] 
now, because you are pointing to something, and it will not 
show in the record. Do you mean that you examined only 
those parts of this witness’s testimony which someone else 
in your Company has interpreted as relating to the cash 
value of the common stock at the time of its issuance; is 
that right? A. That is substantially correct; of course, 
I did read a certain portion of it. 

Q. But you read, presumably, all of the testimony that 
was marked? A. I believe I did. 

Q. Who read, presumably, all of the testimony that 
was marked for you to note? A. I do not recall. I think 
it was either Mr. Chase, or Mr. Bortner. 
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Q. I presume Mr. Harlow is dead? A. Yes, I be¬ 
lieve he is dead. 

Q. When did he die? A. Oh, he died several ye|ars 
ago. I never knew him. 

Q. He was alive at the time you made your investi¬ 
gation? A. No. I do not think that he was. I th|ink 
he died considerably before that. 

Q. Just when did he die, before 1938? A. Ye^, I 
think he probably died; well, I just do not know, but be¬ 
fore 1938, yes. 

[435] Q. Did you make any investigation to ascertain 
whether he was living at the time you were collecting all 
of these statements from those who had been associated 
with him during the early history of the Penn Water dnd 
Power Company? A. Yes, I ascertained that he Was 
then dead. 

Q. Turning to Part 24 of Exhibit 27 for Identification, 
that appears to be an affidavit of Mr. James G. Hopkins? 
A. Yes. 

Q. Is Mr. Hopkins alive? A. I do not know. I 


have not inquired since this affidavit was taken. 

Q. Who was he? A. Mr. Hopkins was a lawyer and 
a member of the firm of Coudert Brothers. At the time tpe 
affidavit was taken in December, 1939, he was quite an old 
man, and he would only come to his office on more or less 
of a part-time basis. 

Q. Mr. Aldred, whose statement is Part 46 of Exhibit 
27 for Identification, died in 1946? A. No, I think it 
was 1945. 

Q. 1945? A. 1945, if I recall correctly. 

Q. Was it a year ago? [436] A. No, the latter pa^t 
of last year. 

Q. Again, in connection with Mr. Aldred’s knowledge 
of the early history of the McCall Ferry Power Compan^, 
in [sic] [and] Penn Water Power Company, no effort w4s 
made, and no discussions were had, looking towards tile 
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preservation of his testimony by way of deposition; is that 

right? A. I do not recall any. 

• • • 

Mr. Goldberg : * * * I have scanned very casually 
these documents and apparently they are all intended 
to support the cash value of common stock issued by 
McCall Ferry Power Company. 

Let me ask the Witness if I am right about that. 

• • • 

A. Yes. They are not all limited to that, but that is one 
of the purposes of it. 

* • • 

[440] Q. Am I to understand that the amounts included in 
Accounts 100.3 and 100.4 in Exhibit 25 means that the com¬ 
pany is claiming their inclusion in the rate base? A. 
Yes. 

Q. Will you describe this electric plant for future 
use? A. The greater portion of this amount shown in 
this account consists of transmission line rights-of-way be¬ 
tween Safe Harbor Electric Plant station and Lancaster, 
Pennsylvania, the remainder consisting of other sections of 
Rights-of-way to parallel the present existing Penn Water 
& Power transmission lines. 

Q. When were these rights-of-way purchased? A. 
At various times. 

Q. When was the first purchase made? A. Pur¬ 
chase of rights-of-way for the line between Safe Harbor and 
Lancaster, Pennsylvania, I believe was first begun about 
1924, as I recall it. 

[441] The other portions of the rights-of-way, that parallel 
the present lines, so shown by the map, were bought at the 
same time the original transmission line was put up. 

Q. That was 1909? A. No, there are not very many 
of them on the Baltimore line. A considerable part of these 
extra rights-of-way are on the 230,000 volt transmission 
line from Ellicott City to Takoma Park substation, Wash¬ 
ington. 




Donald Gunn, Cross 


Similarly, some more parts of the transmission line 
rights-of-way parallel the Safe Harbor-Perryville 132,t)00 
volt single phase railroad circuits. 

Q. Do you have the details of Account 100.4 here with 
you? A. 100.4. I do not believe I have it here with me. 

(The witness examines his papers.) 

A. I do not find it. 

Q. You say you do not have it here with you? AL I 
do not find it. 

Q. I think you told me that the earlier purchases tfyat 
you recall of rights-of-way between Safe Harbor and Lan¬ 
caster, Pennsylvania were made in 1924? A. Yes. I 

Q. When were the last purchases made? A. We are 
still making them. 

[442] Q. When was the most recent one? A. Within 
the last few months. 

Q. A very large purchase? A. I do not recall the 
size of it, Mr. Goldberg. 

Q. Does the Company have any plans for the utilisa¬ 
tion of that right-of-way between Safe Harbor and Lan¬ 
caster, Pennsylvania? A. Yes. 

Q. What do those plans contemplate in the way of 
putting the line into operation? A. They contemplate 
building the line out of Safe Harbor to the north and 
northeast as the development may proceed. 

Q. When? A. You mean what date? 


Q. Yes. A. They do not contemplate the precise 
and specific date. 

Q. It may be ten years hence or longer? A. I do 
not think it will be quite that long. However, I do not have 
any definite date in mind, and we do not have any definite 
date in mind. 

Q. How about these rights-of-way paralleling existing 
lines of the Penn Water & Power Company? Are there ai^y 
definite plans for the utilization of these rights-of-way? 
A. There are plans for the utilization of them, but [443] 
definite is quite a quantitative term. 
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Q. Is there any definite date set for the construction to 
begin? A. No. 

Q. No cost estimates have been made for constructing 
such a line? A. I think there may have been, although 
I am not sure. 

Q. As a rule you would probably begin making esti¬ 
mates when it was anticipated construction was imminent? 
Is that not so, in view of the rapidly changing prices? A. 
You might make them much before that, even. 

Q. Does the Account 100.4 include property owned by 
Pennsylvania Water & Power Company above the Safe 
Harbor project? A. No. 

Q. Does Account 100.3 include any property owned by 
Pennsylvania Water & Power Company above Safe Har¬ 
bor? A. No, not that I know of. The property owned 
by Pennsylvania Water & Power Company being con¬ 
structed from Safe Harbor, as I recall it, is in Account 110. 

• • • 

[448] Q. Does the Company make it a practice to capitalize 
interest during construction on construction work in 
progress? [449] A. Yes, the Company does. 

• * • 

[450] Q. On those items that you are charging interest dur¬ 
ing construction, do I still understand it is your intention to 
include the item itself in the rate base? A. Certainly. It 
will be in the rate base when we put it in 100.1, won’t it? 

Q. That will be Electric Plant in Service? A. Yes, 
sir. 

Q. What does interest during construction represent? 
A. Income foregone. 

Q. During the time it is not earning revenue, is that 

[451] right? A. Yes, and prior to the time it goes into 
commercial operation. 

Q. So that you want to charge interest during construc¬ 
tion during the time that it is not in service, and at the 
same time secure a rate of return or additional income by 
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reason of its inclusion in the rate base, is that right? A. 
Certainly. 

Q. Even though interest during construction is to com¬ 
pensate the company for revenue foregone during the tjme 
that it is not electric plant in service, is that right? A. 
Yes, quite so. 

i • • 

I 

— 

[471] WILLIAM F. UHL, 

was called as a witness by and on behalf of the Respondents, 
being first duly sworn, was examined and testified as fol¬ 
lows: 

Direct Examination. 

By Mr. Hull: 

Q. Your name is William F. Uhl? A. Yes, sir. 

Q. Where do you reside? A. Wellesley Hills, Mas¬ 
sachusetts. 

Q. And what is your profession? A. I am an engi¬ 
neer. 

Q. Will you please state your educational qualifications 
and the experience you have had in your profession siice 
graduation? A. I am a graduate of the Michigan St^te 
College, [472] 1902, with the degrees of Bachelor of Sciehce 
and (sic) [in] Mechanical Engineer, and a degree of Ciyil 
Engineering. I am president of the firm of Charles T. 
Main, Inc., architects-engineers, at 201 Devonshire Street, 
Boston, Massachusetts. 

Charles T. Main, Inc., carries on a general architectural 
and engineering business, consisting of consultation, inves¬ 
tigations, reports, appraisals, designs, specifications for 
equipment and construction, and supervision of construc¬ 
tion for industries, public utilities, municipalities and ijor 
state and federal government divisions. ! 

I, personally, have specialized in hydraulic engineering 
and probably 50 per cent of my work in the past 43 ye^rs 
has been along lines of work where hydraulic engineering 
predominated. 
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I have been associated with Chas. T. Main and Chas. T. 
Main, Inc., for 36 years. Before joining Chas. T. Main I 
was connected with several machinery manufacturing con¬ 
cerns. 

From June, 1902, to October, 1904, with the Stillwell- 
Bierce and Smith-Vaile Company of Dayton, Ohio, and 
their successor, the Platt Iron Works Company, as designer 
of steam and hydraulic machinery. 

From October, 1904, to September, 1909, with the Allis- 
Chalmers Manufacturing Company of Milwaukee, Wiscon¬ 
sin, as designing and estimating engineer in the power de¬ 
partment, engineer in charge, and acting manager of the 
hydraulic [473] department. 

Since 1935, I have been a member of the TVA consult¬ 
ing board and have acted as a member of a number of 
special consulting boards studying and reporting to the 
TVA on special problems. I was also retained as consult¬ 
ant on the 240,000 kw. Watts Bar steam plant constructed 
by the TVA and acted as expert on water rights values for 
the TVA in several cases. 

I am personally under contract with the U. S. Army 
Engineers as consultant in connection with the development 
of hydroelectric and flood control projects. 

For a number of years I have acted as consulting engi¬ 
neer for the Flood Commission of the City of Hartford, 
Connecticut. 

During the past four years my firm designed four 
large hydroelectric plants for the U. S. Engineers in Ken¬ 
tucky, Tennessee and Missouri. On this work I acted in an 
advisory capacity. At the present time my firm is designing 
two large hydroelectric and flood control projects for the 
same client on the Savannah River in Georgia and the 
Roanoke River in Virginia. I am acting as consulting 
engineer to the U. S. Engineers on these projects and in an 
advisory capacity to my associates who are preparing the 
plans and specifications. 

From 1909 to 1930 I was connected with the design and 
construction of six hydroelectric plants for the Montana 
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Power Company, aggregating about 300,000 horseplower. 

Since 1912 I have acted in a consulting or ad\(isory 
[474] capacity for the Georgia Railway and Power Com¬ 
pany on five hydroelectric plants, aggregating 180,000 
horsepower. 

I have also acted as consulting engineer on large hydro¬ 
electric developments in Maryland, Georgia, Alabama, Mis¬ 
souri, Washington and California. 

During the past 36 years my firm has designed ov^r 50 
hydroelectric plants ranging from small plants of a few 
hundred horsepower to large plants up to 375,000 horse¬ 
power capacity. I have personally been connected with 
every one of these plants, either as consultant to one Off my 
associates or in direct charge. 

I have made valuations and appraisals for a variety of 
purposes, such as financing, accounting, condemnation, dam¬ 
ages, taxation and rate cases, purchase and sale of prop¬ 
erties. Example of such work carried out by me or upder 
my direct supervision are: 

Southern Kraft Corporation—valuation for financing 
of paper mills in Florida, Alabama, Mississippi, Louisiana, 
and Arkansas. 

Commonwealth of Massachusetts—valuation for con¬ 
demnation of portions of all industries located on the Ware, 
Swift and Chicopee Rivers in connection with the diversion 
of water for water supply purposes. 

Tennessee Valley Authority—valuation for condemna¬ 
tion of water rights on the Hiwassee River in North Caro¬ 
lina and [475] Tennessee. 

Parsons Paper Company—valuation for taxation of 
paper mill property in Holyoke, Massachusetts. j 

Tennessee Eastern Electric Company—valuation j for 
rate base on public utility property in Johnson City and 
other points in northeastern Tennessee. 

Union Water Power Company—valuation for purchase 
of water rights on Androscoggin River, Maine; again for 
taxation on the same property; and again at a later date for 
sale of the same property. 
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Public Electric Light Company—valuation for pur¬ 
chase of water rights on the Lamoille River in Vermont. 

American Woolen Company—valuation for sale of 
water rights on the Winoski River in Vermont. 

Amoskeag Manufacturing Company—valuation for 
sale of developed water power property on the Merrimack 
River, Manchester, New Hampshire. 

International Hydro-Electric Company—valuation for 
purchase of 33 water power properties in New York, New 
Hampshire and Maine. 

City of Providence, Rhode Island—valuation for pur¬ 
chase of seven water power plants and privileges in connec¬ 
tion with the development of the Scituate Reservoir on the 
Pawtuxet River, Rhode Island, for water supply purposes. 
[476] Q. Mr. Uhl, you spoke of your being president of 
Chas. T. Main, Inc., and, therefore, will you give us some 
idea of the size of that organization? A. At the present 
time it is about 300 people we have on the payroll. 

Q. 300? A. Yes. At the present time we have about 
300 people on the payroll. 

Q. Is your work principally design and construction 
supervision? A. Our work is principally making work¬ 
ing plans and specifications for construction of industries 
and power plants. 

Q. Can you give us some idea of the volume of busi¬ 
ness now under construction? A. Yes. We have about 
$75,000,000 worth of business on our books and in our office 
at the present time. 

Q. During the war what was your organization? A. 
At one time we had 1,250 on our payroll, mostly on war 
work. 

• • • 

[484] Cross-Examination. 

Bv Mr. Goldberg: 

* 

Q. In testifying as to your qualifications, Mr. Uhl, you 
mentioned a number of companies. You stated that you 
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made valuation studies with reference to the property of 
those companies? A. Yes. 

Q. Did you also make depreciation studies in connec¬ 
tion with the valuation studies? A. In all cases that was 
done. 

Q. And you also stated that Charles T. Main is en¬ 
gaged in construction work primarily; is that right? A. 
No, sir. I said design work primarily, and supervision of 
construction. 

Q. I see. A. Yes. 

Q. I assume that you have working papers that Sup¬ 
port [485] your Exhibit 28? A. I have a great man^ of 
them. 

Q. Are they available, or will they be available to ^taff 
for the Commission? A. I will be very glad to give you 
copies if my client says it is the proper thing to do. 

Q. Are they in Baltimore? A. No, sir. 

Q. Are they in Boston? A. They are in Boston, 
principally; some of them are here. 

• * * 

[486] J. RHOADS FOSTER, 

a witness called on behalf of the Respondents, and haying 
been first duly sworn, testified as follows: 

Direct Examination. 

By Mr. Sparks : 


Q. Please give your name and residence. A. j My 
name is J. Rhoads Foster. My place of residence is East 
Allendale Avenue, Allendale, New Jersey. 

Q. What is your occupation? A. I teach public 
utility economics and regulation in the Graduate Schoql of 
Business Administration of New York University, and do 
consultative work for public utilities and government 
agencies. 

Q. What has been your academic training, Dr. Foster? 
A. One year in James Millikin University, located in De- 
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catur, Illinois, and a total of six years at the University of 
Missouri—from 1925 to 1929, inclusive, and again from 1931 
to 1933. I studied also at Columbia University and at New 
York University. 

My courses of specialization at the universities were 
public administration, government, public utility regula¬ 
tion and economics. Public administration was my major 
field of interest. 

At the University of Missouri I was graduate assistant 
[487] in Public Utility Law for a period of two years; 
graduate assistant in economics for one year, and Gregory 
Scholar in Political Science for one year. 

At that institution I received the degrees of Bachelor 
of Arts, Master of Science and Doctor of Philosophy, the 
latter in 1933. 

Q. What has been your teaching experience? A. I 
taught Government and Economics for two years at Went¬ 
worth Military Academy, a junior college in Lexington, 
Missouri. I was instructor in economics at the University 
of Missouri for one summer session in 1933. I was instruc¬ 
tor in economics at New York University, School of Com¬ 
merce, Accounts and Finance, for a period of three years— 
1935 to 1938—on a part-time basis. 

Since 1938,1 have been a lecturer in the Department of 
Public Utilities, School of Commerce, and the Graduate 
School of Business Administration of New York University. 

The courses which I have taught in New York Univer¬ 
sity include Public Utility Economics, Commission Policy 
and Administrative Procedure, Public Utility Law, Public 
Utility Price Policies and Practices, and Sales Policies and 
Practices. 

Q. What has been your employment? A. During 
the period from 1929 to 1931, I spent considerable time in 
the preparation of text-book material [488] in the social 
sciences, being employed by Stephens College in Columbia, 
Missouri, for that purpose. 

For a very brief time, I was associate director of em¬ 
ployment for the State of Missouri. 
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Thereafter, beginning in October of 1933,1 was super¬ 
visor of a research bureau in the rate engineer’s depart¬ 
ment, New York Edison Company. 

I later was made assistant to the rate engineer and Con¬ 
tinued in that employment until May of 1937. My worjt in 
that connection was rate studies, rate schedule design and 
studies of special pricing problems. 

On May 1st, 1937, I resigned to become Economist: to 
the New Jersey Board of Public Utility CommissionersL I 
also served as Director of Special Investigations, for ijhat 
Commission, and continued in the employment of the Jfew 
Jersey Commission until my resignation in July, 1942. 

Q. Dr. Foster, what were your duties as a membeif of 
the Staff of the New Jersey Commission? A. My duties 
were generally in connection with rate, accounting ^nd 
financial proceedings in which unusual or significant issues 
were presented for the Board’s consideration. Upon re¬ 
quest I advised the Board with respect to other questions 
of regulatory policy or practice. 

The largest proportion of my time was spent in con¬ 
sideration of problems of rate regulation. 

[489] I mean by “rate regulation” questions concerning 
reasonableness of the returns to particular utilities as vrell 
as questions involving discrimination and form of rpte 
schedules. 

I was concerned, generally, with accounting regulation, 
and was at time in close touch with the work of the account¬ 
ing division of the Board’s staff. 

Q. Did you prepare studies of the fair rate of return to 
public utilities in New Jersey? A. I prepared such 
studies for nearly all the electric utilities in New Jersey, for 
several gas, telephone, and water utilities, and for one sew¬ 
erage company. I prepared such studies periodically for 
the larger public utilities. 

Q. Did you serve as consultant to the Federal Cojn- 
munications Commission in 1938? A. Yes, in 1938 I whs, 
for some months, on leave of absence from the Board hs 
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consultant with the Federal Communications Commission 
in connection with rate of return studies. 

I prepared a draft of the 1938 report of the telephone 
rate and research department of that Commission which 
report is entitled, “The Problem of the Rate of Return in 
Public Utility Regulation with Special Reference to the 
Long-Lines Department of the American Telephone and 
Telegraph Company.” 

I was primarily concerned in this connection with 
standards of fair return determination and with methods 
of estimating the replacement cost of capital to public 
utilities. 

[490] Q. Have you been a member of the committee on 
Corporate Finance of the National Association of Railroad 
and Utility Commissioners? A. While a member of the 
staff of the New Jersey Board, I was for several years a 
member of the Committee on Corporate Finance of the 
National Association of Railroad and Utility Commis¬ 
sioners. I was chairman of that committee during 1941, 
and during 1942 prior to my registration from the Board’s 
staff. 

In 1940, in connection with that activity, I prepared a 
study of the relationship between security structure and 
cost of utility capital. 

In 1941 I prepared, with the assistance of others, a 
general review of regulatory standards for security regula¬ 
tion. Those studies are published in the NARUC proceed¬ 
ings. 

Q. As a consultant to the New Jersey Commission, 
after your resignation as economist, did you develop the 
provisions with respect to basic rate of return which are 
a part of the rate adjustment plan applied to New Jersey 
Power & Light Company by that commission? A. I did. 
So far as I know this is the only sliding scale agreement 
in which the basic rate of return is adjusted annually by 
a formula devised to reflect changes in capitalization rates. 

Q. Were you retained during 1944 by the New Jersey 
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[491] Commission to supervise the preparation of evidence 
and as its principal witness in a proceeding as to the rea¬ 
sonableness of return to the Electric Department of Jersey 
Central Power & Light Company? A. I was. 

Q. Before what state regulatory commissions have you 
testified in proceedings with respect to security structures, 
capitalization rates or the fair return to public utilities? 
A. The commissions of Arkansas, New York, and Qhio, 
and the Securities and Exchange Commission. 

Q. Please identify the proceedings in which you y^ere 
a witness before these regulatory agencies. A. Before 
the Arkansas Commission the testimony was on behalf of 
the Arkansas Power & Light Company in 1944. During 
1945 I testified on behalf of the Chillicothe Telephone 
Company before the Ohio Commission, and on behalf of 
Kings County Lighting Company before the New Yjork 
Commission. * * * A. My appearances before the Se¬ 
curities and Exchange [492] Commission were for Utah 
Power and Light Company in 1943 and the Long Island 
and Kings County Lighting Companies in 1945. 

Q. What studies or articles have you published ? A. 
The first was a study of public utility franchises in Missouri 
and the relationship of the short-term franchise to jthe 
question of centralization in regulation. That was a study 
of regulatory method and administrative organization. 

I published a pamphlet entitled “The Federal Power 
Commission and State Jurisdiction,” which was an analysis 
of the appropriate limits of the regulatory jurisdictions 
of the Federal Power Commission and state commissiojns. 

In 1940 I wrote two articles which were published in a 
special supplement to the Journal of Commerce, which sup¬ 
plement was concerned with public utility integration un¬ 
der the Holding Company Act. j 

Also for the Journal of Commerce, I prepared a study 
of public utility taxation during the war period and a study 
of public utility valuation and state regulatory policies with 
respect to fair value determination. ; 
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In July, 1944, I wrote an explanation of the New 
Jersey Rate Adjustment Plan which was published in 
Public Utilities Fortnightly. 

Since 1942 I have written the chapter on public uitility 
law in the Annual Survey of American Law, published by 
the New York University School of Law. 

[493] Q. Of what professional societies are you a member? 
A. I am a member of the American Political Science As¬ 
sociation, the American Economic Association, the Tech¬ 
nical Valuation Society, and the New York Society of Secu¬ 
rity Analysts. 

Q. Are you familiar, generally, with the organization, 
operations and financial structure of the Pennsylvania 
Water & Power Company? A. I am. 

Q. Have you made a study to determine what in your 
opinion is the fair rate of return to Pennsylvania Water 
& Power Company and the Susquehanna Transmission 
Company of Maryland? A. I have. 

Q. What is the meaning of the term “return”? A. 
The return of a public utility consists of the net operating 
revenue, or utility operating income, remaining after pay¬ 
ment or deduction of reasonable operating expenses, de¬ 
preciation and taxes, and before deductions which reflect 
the periodic return on capital. It is the amount available 
to meet contractual and other costs of capital. 

The ‘ 4 actual return” is the return experienced during 
an accounting period, as recorded on the basis of acceptable 
standards of income determination. 

The ‘‘fair return” is the return established as fair 
and [494] reasonable by the process of rate regulations; 
it may be the same as, or either more or less than the actual 
return which the enterprise has earned. 

The fair return to a public utility is a legal or regula¬ 
tory concept but the establishment of the annual amount 
which is fair and reasonable in a particular situation de¬ 
pends upon application of economic criteria. 
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Q. What is the meaning of the term “rate of return”? 
A. The rate of return is the percentage ratio of thb re¬ 
turn, a number of dollars, to some base or principal amount. 
Under the formula of rate regulation this base is the rate 
base. The rate of return, therefore, may be understood 
either as the actual rate of return experienced during an 
accounting period or as the rate of return allowed or allow¬ 
able as fair and reasonable. 

Q. What is the economic criterion of the fair return 
to investors? A. The economic criterion is the pricb of 
capital or the prospective return which will induce an 
adequate supply of capital to enter the business upon the 
most advantageous cost basis. 

The price of capital in the case of a given utility |is a 
return adequate to maintain and support its credit and en¬ 
able it to raise the capital funds necessary for the prdper 
discharge of its public duties. 

[495] Investors in a public utility enterprise are entitled to 
a rate of return equal to that generally being received at 
the same time on investments in other business undertak¬ 
ings which are attended by corresponding risks and uncer¬ 
tainties. 

Q. Do competitive forces determine the price of capital 
to public utilities? A. Yes, like every other type of busi¬ 
ness enterprise, public utilities must secure their capital in 
an intensely competitive capital market. It is for this rea¬ 
son that regulation must provide a return comparable vlith 
that being realized generally from investments in other 
business undertakings attended by corresponding risks 4 nd 
uncertainties. 

The measure of the fair return to a regulated utility 
is the return available to investors from alternative, com¬ 
parable opportunities for investment. 

The price of capital is the result of the choices of (in¬ 
vestors among all the alternative opportunities for the in¬ 
vestment of available capital funds. 

Q. Is the return expected by investors a cost of utility 
capital? A. The prospective return which will induce 
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investors to make available an adequate supply of capital 
is an economic cost. Like every other business the public 
utilities must secure their capital funds in a competitive 
capital market. 

It is proper, therefore, to identify the aims of [496] 
regulation with the conditions of free workable competi¬ 
tion. It is obvious that under regulation a return should 
be provided comparable with that realized generally in un¬ 
regulated businesses of similar risk characteristics and that 
unless such return is made available, capital funds will not 
be forthcoming. 

Therefore, the measure of the fair rate of return to a 
regulated utility is the return available to investors from 
alternative opportunities for investment. The cost of 
capital is the result of the choices of investors among all 
the alternative opportunities for the commitment of avail¬ 
able funds. 

• • • 

[497] Q. How is the price determined? A. The price of 
capital to a given utility enterprise can only be imputed, 
on the basis of the best available evidence of invester ap¬ 
praisals. It must be established by a valuation process. 

Q. What are the components of the price ? A. In an 
economic sense the components of the price of capital are 
pure interest, compensation for risk, and compensation for 
investment management. 

Q. What do you mean by pure interest? A. Pure 
interest is the hypothetical return which would be expected 
by lenders if the use of capital funds were free of risk. 
The hypothetical risk-free rate of interest is never sepa¬ 
rately expressed by marked or contractual rates [498] of 
interest. Long term investments in United States Govern¬ 
ment bonds may be as nearly risk free as any available in¬ 
vestment, but the yield on government bonds undoubtedly 
includes some element of compensation for risk, such as 
the changing purchasing power of the dollar. 

Q. What is meant by 11 compensation for risk”? 
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A. The second, and commonly the largest, component 
of the price of capital is compensation for risk. 

Risk is a general term used to mean any conditions be¬ 
yond control of the investor which may tend to reduce the 
annual compensation to be received by the investor for the 
use of his funds or may interfere with eventual recovery 
in a liquid or alternatively useful form. 

It is apparent that there are three general classes of 
risk. Some hazards, such as the probability of loss by ^re, 
may be foreseen; their distribution may be estimated and 
they may be provided for by insurance. 

The probability of other losses, although not insurable, 
is estimated on the basis of past experience and informed 
judgment, and are provided for by charges to operating Ex¬ 
penses. 

The risks which are recurrent, subject to estimate E&d 
provided for in operating expenses, need not be provided 
for in the fair return to the extent that the investor believes 
that they are fully provided for in expense. 

[499] The third class of risk arises from events which are 
only possible or which may occur at an unpredictable time, 
with unpredictable effects, or which may never occur. This 
third type of risk includes those which arise from all the 
unpredictable improvements in the arts or the technology of 
providing service. 

Examples of the loss of part or all of the invested capi¬ 
tal because of changes in the market served, with disap¬ 
pearance of the opportunity to earn a return, are easily 
found among public utilities. 

The risk of loss from possible competition is not Ap¬ 
propriately provided for by charges to depreciation Ex¬ 
pense or insurance. 

The supply price includes a premium for the assump¬ 
tion of risk and uncertainty, not to compensate for future 
losses, which are unknown and unpredictable, but to com¬ 
pensate investors for taking the chances of such loss. 
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Q. What is the third component of price to which you 
referred? A. A third component of the price of capital 
is the compensation required by investors, first, for ap¬ 
praisal of the factors which furnish the basis for choosing 
between one investment opportunity and another, and sec¬ 
ond, for the continuing attention and management activity 
required of owners and investors. 

[500] No economic burden is willingly borne without com¬ 
pensation. The burden of making investment choices is 
substantial, once investments are made there remains the 
burden of continuing analysis and comparison between the 
securities held and other investments which might be sub¬ 
stituted. 

The cost of investment management is least for the 
relatively risk-free investments and increases with the de¬ 
gree of risk in the investment. 

Q. Do all investors in a given company assume the 
same risks and expect the same rate of return on their in¬ 
vested capital? A. No. The risk present in investment 
in a particular business enterprise commonly is distributed 
among the different classes of investors by means of the se¬ 
curity structure, in accordance with the varying preferences 
of investors for security and for income. 

The bond holder sacrifices a larger return in exchange 
for the greater security of his investment provided by the 
mortgage, and the assurance of income provided by the 
mortgage and the prior claim on the income which may be 
available from the business. 

The common stockholder is in a residual position with 
respect to income and the distribution of assets in the event 
of liquidation. Therefore, he assumes a larger share of the 
risks inherent in the operation of the business and expects 

[501] a larger return per dollar of investment as compen¬ 
sation for the chance of loss. 

Some investors are precluded by inclination, duty or 
statute from investing their funds in a risky situation; 
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others are willing to take the chance of loss for the ^ake 
of the chance of a larger gain. 

Q. Are market appraisals made by investors in tetms 
of three economic components of the supply price? j A. 
No. Market appraisals of investments are not commonly 
made separately for riskless interest, compensation for i|isk 
and compensation for investment management; instead, 
they are made primarily by reference to factors which ^s a 
matter of business judgment determine the risk present in 
the investment. 

Q. What are the bases of business judgment as to the 
value of alternative investment opportunities? A. The 
value of an investment is necessarily the value of the 
prospective returns, income and principal. All knowledge 
of a particular investment situation must be derived frbm 
past experience, and investment analysis is a process of 
using past experience as a basis for forecasting the futujre. 

The prime basis of business judgment as to annual in¬ 
come expected from a commitment of capital is the prospec¬ 
tive stability or certainty of the income and the security of 
the principal. The characteristics of the utility and of t^.e 
[502] market which it serves are pertinent to the question 
of comparative income stability and security of principal. | 

Various tests and criteria are applied as an aid to the 
exercise of business judgment. 

Times interest earned and times preferred stock Re¬ 
quirements earned are the convenient and most widely used 
measures of protection of the return on bond and preferred 
stock investments. It is generally recognized that the sta¬ 
bility of return to common stock investments varies, amoiig 
others, with the proportion of gross income normally avail¬ 
able for common dividends, since the impact of fluctuations 
in gross income is diffused as the proportion normally 
available for dividends increases. 

It is obvious that these measures are not independent 
of the capital structure. Neither are they independent 6i 




132 


J. Rhoads Foster, Direct 


the market characteristics and other characteristics of the 
enterprise which determine its income producing capacity. 

Q. Are there other factors which influence investor ap¬ 
praisals? A. Yes. For instance, dividend policy and 
practice also influences the rate at which income available 
for common stocks is capitalized in the market. 

A company policy of maintaining, or ability to main¬ 
tain, a regular dividend rate influences directly investor ap¬ 
praisal of prospective stability of annual income from the 
investment. [503] Company policy with respect to the di¬ 
vision of available income between income paid out as divi¬ 
dends and income retained in the business also is an impor¬ 
tant factor. 

Income prospectively to be received as dividends is 
capitalized by investors at a lower rate than the same 
amount of income expected to be retained in the business 
for the purpose of increasing its productive capacity. 

It is obvious that this factor is not wholly independent 
of the ratio of equity income to gross income. 

Q. What is the significance of this factor in relation to 
the fair return determination? A. There is need for al¬ 
lowance, in the fair return, of a margain to be retained in 
earned surplus. As a matter of business management and 
policy a practice of paying out as common dividends all 
available earnings is imprudent. 

Financial stability, the ability to avoid wide fluctua¬ 
tions of dividend rates as a result of changing business con¬ 
ditions, the ability to finance improvements without resort¬ 
ing to the capital markets under unfavorable conditions, all 
suggest the desirability of a reasonably conservative divi¬ 
dend policy. 

Q. Are there still other factors which influence judg¬ 
ment as to the value of investment opportunities? A. 
Yes, there may be many such factors. The general reputa¬ 
tion and investor appeal of the class of industry to [504] 
which the enterprise belongs is an important consideration. 
The distinction between businesses with prospects of 


J. Rhoads Foster, Direct 


133 


growth and expansion and businesses with restricted growth 
prospects is significant. 

The margin of revenue available for return to investors 
is a factor. The return from investments in enterprises 
with relatively high operating ratios is relatively vulner¬ 
able to the effect of cyclical fluctuations of demands. 

Since income and excess profits taxes are based upon 
income, excess profits and income taxes payable at high 
rates provide a cushion which is a favorable factor. 

Size of the enterprise is another factor, not so m^ich 
for its own sake, but because of the relationship between 
size and such characteristics as diversity of demand for 
service, the prospective stability of income, the marketabil¬ 
ity of outstanding securities and their legality as invest¬ 
ments for fiduciaries and institutions. 

The valuation of marketability is in large part inde¬ 
pendent of the valuation of risk inherent in the enterprise. 
The existence of an organized market, in which the invest¬ 
ment is continually traded and subjected to appraisal pro¬ 
vides an advantage which is independent of relative free¬ 
dom from risk. 

Q. How are investors’ appraisals expressed or meas¬ 
ured? A. The appraisals of opportunites for investment 
are expressed in the market place by the prices of se¬ 
curities. [505] The market price, however, is determined 
by both the amount of yield or return expected from the 
investment and the capitalization rate. The capitalization 
rate is the ratio of prospective income to the investment 
upon the basis of which investors are willing to purchase 
the prospect of income. 

Thus, where the prospective income is relatively As¬ 
sured, investors may be willing to purchase a bond at a mar¬ 
ket price of $100 in order to be entitled to receive $2.50 
per year. 

The capitalization rate of 2.5 per cent exists in view 
of the security market conditions and the risk present in 
the particular and alternative investments. Where the eih- 
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ployment of the capital is relatively risky, the return which 
must be in prospect per dollar of investment is much higher. 

Therefore, the measure of investor appraisals is the 
capitalization rate, or the rate at which investors capitalize 
the prospective income. 

Q. What are the evidences of the capitalization rates 
existing at any one time in the case of a particular com¬ 
pany? A. Yield to maturity at the price at which new 
or refunding bonds are sold to the public by underwriters 
is evidence of the capitalization rate which exists in the 
case of debt capital. 

Similarly, the yields to maturity at the prices at which 
the bonds of an outstanding issue are currently traded in 
the market are evidence of the capitalization rate. 

[506] In the case of preferred stock capital, yield at market 
price, either the issue price or a subsequent market price, 
is evidence of the rate at which income prospectively avail¬ 
able upon the basis of the particular contract is capitalized. 
Yield at bid or asked quotation similarly may be evidence 
of the capitalization rate. 

Q. What is the evidence of the equity capitalization 
rate? A. The percentage ratio of earnings per share to 
market price per share of common stock, known as the 
earnings price ratio, is evidence of the rate at which 
prospective income from a given equity investment is capi¬ 
talized. The reciprocal price earnings ratio is commonly 
used by security analysts. It has the disadvantage of a 
form which does not correspond to the capitalization rate. 

Although the earnings price ratio is evidence of the 
capitalization rate or price of equity capital, its significance 
and meaning as evidence must be considered in the light of 
the circumstances. 

Q. Why do you say that the earnings price ratio may 
not be accepted as either the same as, or as a reliable meas¬ 
ure of, the equity capitalization rate? 

A. Because either the price or the earnings used to es¬ 
tablish the earnings price relationship may not be repre¬ 
sentative of typical investor expectations. 
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[507] Q. Why do you say that the price component may 
not be representative? A. When an earnings price ratio 
is stated as of any given time, it is necessary to use such 
price as may have been reported for the particular comtnon 
stock in the recent past. The particular security may be 
widely distributed, actively traded and exposed to continu¬ 
ous investor appraisal, or it may be closely held, sekjom 
traded and only occasionally a subject of active interestj on 
the part of security analysts. A large block of shares may 
not be marketable at the price at which small lots are traded. 
If no sales are reported the earnings price ratio may be 
stated by bid or asked quotations. If so, the bid or asjjed 
quotations may not represent the price at which eithejr a 
small or a large number of shares could actually be sbld. 

The market price of a common stock may not be sig¬ 
nificant for another general reason. The capitalization rate 
is the ratio of prospective income to the investment wfiich 
investors are willing to make in order to be entitled to re¬ 
ceive the prospective income. 

Common stock, however, is continually bought and sbld 
for speculative as well as investment purposes. The pripes 
of securities purchased in anticipation of a short run profit 
from price appreciation may not reflect in significant degree 
appraisals of prospective income. It is the essential [5(^8] 
character of the speculator that he buys because he thinks 
stocks are going up, not because he thinks they are che^P- 
Conversely, he sells when he thinks the tide will turn, j 

When the speculative motive is dominant, either in the 
market for a particular stock or in the stock market gen¬ 
erally, the prices may be unrepresentative of investor ap¬ 
praisals of prospective income. 

Q. Why do you say that the earnings component of 
the earnings price ratio may not be representative? A. 
The earnings component is commonly stated as the earnings 
per share during a past accounting period. Income to be 
received by an investor, and upon the basis of which the 
opportunity is purchased, is always future income. P^st 
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income per share is no more than an indication of the in¬ 
come which may be expected in the future. 

Therefore, it necessarily follows that the income re¬ 
ported for a past accounting period may be either more or 
less than the income which in the opinion of investors is 
to be expected in the future. Reported earnings per share 
may not represent normal operating and other conditions 
even for the given past accounting period. 

Investors give consideration to the changing conditions 
which determine the prospects of future income. 

Q. Why do you say that reported earnings per share 
may not represent normal operating and other conditions 
for the [509] given past accounting period? A. Results 
of operations are reported to stockholders on the basis of 
diverse standards of reporting. Significant non-recurring 
items of revenue, of expense or of charges against income 
may affect the actual earnings for the year. 

For instance, assume that a company refinances its out¬ 
standing debt in the amount of $10,000,000, effective as of 
July first, substituting 3 per cent for 5 per cent bonds. 
Unamortized debt discount and expense is applied as a 
reduction of net taxable income. Interest charges in the 
amount of $100,000 during the first half of the year would 
be a non-recurring burden on income. On the other hand, 
assuming an income tax rate of 40 per cent, the income tax 
reduction of $40,000 also would be non-recurring. 

The income statement may or may not include an item 
in lieu of the tax reduction. Adjustment for non-recurring 
items is required if the statement of past earnings is to be 
a significant guide to future prospects and such adjustments 
are made by security analysts as a matter of course. 

Q. When adjustments have been made for non¬ 
recurring items, do the earnings experienced during a past 
accounting period then become a measure of prospective 
earnings? A. No. They become merely a more useful 
guide. An informed forecast of future earnings is made 
with consideration of all the known factors which influence 
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the trends of [510] revenues and expenses. Market) de¬ 
mands may be either expanding or contracting. 

General business trends are considered in relation to 
the prospective cost levels. As an obvious illustration, 
substantially higher federal income tax rates were expected 
during 1941. The prospective income upon the basi^ of 
which utility common stocks were bought during 1941 did 
not correspond to the income reported for earlier account¬ 
ing periods. 

Similarly, substantially lower federal income t^ixes 
were reasonably expected during the latter part of 1945. 
The additional earnings afforded by this prospective tax 
relief tended to be capitalized at that time. 

Q. Does this discussion of the earnings price ratio 
mean that in your opinion the ratio should not be used in 
connection with fair rate of return determination? A. 
By no means. I have recognized earnings price ration as 
evidence of market appraisals of prospective income. |No 
other type of evidence is available. When used for this 
purpose earnings price ratios should be expressed in the 


most significant manner possible; they should be treated 
as evidence and not as measures of capitalization rates; 
their meaning and limitations should be understood. 

[511] Q. What is the distinction between the capitalization 
rate and the cost rate to the public utility? A. The pjice 
is only a part, although the largest component, of the t<j>tal 
cost of capital to the business. The price of capita} is 
established by the general market price of capital and in¬ 
vestors’ appraisal of the comparative quality and desirabil¬ 
ity of the alternative investment opportunities. 

It is really expressed as the capitalization rate, or ihe 
prospective yield rate upon the basis of which the required 
capital is obtainable in the market. 

A margin of cost exists between the yield at the pxiice 
to the investor and the actual cost rate to the utility. T^is 
cost margin consists of the underwriting and selling com¬ 
missions and the incidental expenses of flotation; it in- 
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eludes costs necessarily incurred by the utility in placing 
itself in a position of ability to enter into an advantageous 
arrangement for capital supply. 

Q. Is there a cost of equity capital? A. The asser¬ 
tion is sometimes made that there is no cost of equity 
capital, but that assertion rests upon a confusion between 
“cost” and cash disbursement. The contracts with bond¬ 
holders and with preferred stockholders provide specific 
yield rates and determine the cost of debt and preferred 
stock capital. A purpose of these security [512] contracts, 
the preferences and the protective features which are pro¬ 
vided, is to distribute a relatively large share of the risks 
to the equity investors. The lack of a contractual yield 
rate does not serve to provide capital at no cost; the 
residual right to income is accompanied by greater risks 
and a higher cost rate to the enterprise. If it were other¬ 
wise the economic cost of capital could be avoided by the 
simple expedient of not paying dividends. 

All capital could be obtained from equity investors; 
in the absence of cash disbursements there would be no 
“cost” and no return allowance would be required. 

• • • 

Q. Is the cost of capital to a utility enterprise evidence 
of the fair rate of return, Dr. Foster? A. It is. 

Q. What kind of capital cost rate do you include, cur¬ 
rent or experienced? [513] A. Different kinds of cap¬ 
ital cost rates may be recognized as evidence of the rate of 
return, including original cost, historical cost, experienced 
cost, and replacement cost. 

These different kinds of costs are each evidence of the 
fair rate of return, although the significance and value of 
each different kind of evidence depends upon all the facts 
and circumstances, including the method of rate regulation 
being followed and the kind of rate base which is fixed for 
the purpose of the proceeding. 

Q. What do you mean by original cost of capital? 
A. One kind of capital cost is expressed by the cost rates 
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experienced by the enterprise at the time when commit- 
ments of capital were made by the original investors. 

In the case of utilities which have grown in size over 
a long period of years, the existing supply of capital 
typically was obtained at different times and at different 
cost levels, as needed to finance new construction. The cost 
of capital represented by debt obligations is expressed by 
the ratio of annual interest and amortization requirements 
—to maturity—to the net proceeds realized by the utility. 

The original cost of preferred stock capital also is 
calculable from accounting records and is the ratio of an¬ 
nual dividends to the net proceeds from original issues of 
preferred stock capital. 

•[514] With respect to common stock capital the original 
cost rate is not calculable from accounting records and may 
be established only with reference to the income prospects 
and the alternative investment opportunities existing—pand 
the financing costs experienced—at the time the capital 
was committed to the business. 

Q. What do you mean by historical cost of capital? 
A. A second kind of capital cost is expressed by the cost 
rates actually experienced as at the present date under] the 
contracts for supply of debt and preferred stock capital 
and the cost determined by the income prospects and the 
alternative opportunities available to equity investors at 
the time of the commitment of equity capital. 

The historical cost of debt and preferred stock capital 
is determined from accounting records. Expressed ^s a 
rate the historical cost of debt or preferred stock capital 
is the ratio between the annual requirements and the net 
proceeds to the enterprise from the issuance of such se¬ 
curities. 

The annual requirements are defined to include all'the 
costs of redeeming outstanding securities or eliminating, 
revising, or consolidating existing contracts in ordei^ to 
give the company access to lower capital costs or more 
favorable terms. 
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Therefore, although the historical cost of debt and pre¬ 
ferred stock capital is determined from accounting records, 
[515] the treatment and disposition given to such costs for 
accounting purposes does not affect their nature or pro¬ 
priety of their recognition and treatment in determining 
the cost of capital. 

Q. What do you mean by experienced cost of capital? 
A. This third kind of capital cost is the same as the his¬ 
torical cost of capital with respect to the cost of debt and 
preferred stock capital, but includes the cost of equity cap¬ 
ital at the rate determined by the income prospects and the 
alternative opportunities currently available to equity in¬ 
vestors. 

Q. WTiat do you mean by replacement cost of capital? 
A. The replacement cost of capital is expressed by the cost 
rate which would be experienced under current market 
conditions, reflecting the advantages and disadvantages 
available to a utility free to replace its capital on the basis 
of a hypothetical capitalization and financing, without the 
inclusion of any cost of retiring outstanding securities or 
eliminating the existing capitalization. 

It is obvious that the replacement cost of capital must 
be imputed or estimated and that the accounting records 
of the company are not the source of information with re¬ 
spect to this kind of capital cost. 

For instance, a continuing provision for amortization 
of unamortized debt discount and expense experienced in 
connection [516] with previous financing is not a part of 
the hypothetical replacement cost of capital. 

Q. Do any of these concepts which you have just de¬ 
fined imply the existence of a going concern? A. They 
all do with a qualification as to original and historical costs 
of capital. 

It is obvious that it is one thing to begin a new enter¬ 
prise; another to recapitalize an existing one. The new 
enterprise must organize as a corporation; it must assemble 
the nucleus of a working organization; provide itself with 
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production and distribution facilities; design business 
routines and by degrees train a staff of employees to carry 
them out. 

All of these activities involve costs which do not neces¬ 
sarily reflect themselves in the appraisals of investor^. 

These different kinds of evidence of the fair ra^e of 
return do not include any allowance to cover the cos|s of 
establishing a going concern beyond those which are re¬ 
flected in investor appraisals. 

The replacement cost concept is defined here to include 
the assumption that the enterprise is a going concern! but 
necessary and unavoidable costs are associated with achiev¬ 
ing the status of a going concern in a position to obtain 
capital on the basis of a hypothetical capitalization. | 

Q. How may going-concern costs become reflected in 
[517] investors’ appraisals? A. Investors will charac¬ 
teristically accept a lower prospective return upon thC se¬ 
curities of a going business having a record of successful 
operation behind it, than upon those of a new establishment 
which has yet to prove its ability to provide the promised 
or hoped for compensation for the use of capital supplied 
to it. 

Since original and historical costs of capital reflect 
investor appraisals at the time of original commitment of 
capital to the enterprise, they tend to reflect the higher 
risks of the new enterprise and may, therefore, include 
some allowance for costs associated with the establishment 
of the enterprise as a going concern. 

Q. You testified that the significance and value of each 
different kind of evidence depends upon the circumstances, 
including the method of rate regulation being followed (and 
the kind of rate which is fixed for the purpose of the pro¬ 
ceeding. 

Why are you of this opinion? A. The amount al¬ 
lowed as a reasonable annual return is the product of both 
the rate base and the rate of return which is applied to 
the rate base. Therefore, the reasonable rate of retiirn 
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cannot be determined independently of the rate-making 
method and the rate base determination. 

If, as a matter of administrative policy, original cost 
or prudent investment is adopted as the rate base, the rate 
of [518] return becomes the means by which the desirable 
flexibility can be maintained and reasonable end results 
reached. 

Regardless of the method of rate regulation adopted 
by the commission or required by the statute from which its 
authority is derived, the objective is the determination of 
a fair rate of return as the number of dollars. 

It is the impact of a rate order, the fair return allow¬ 
ance, which is subject to the most searching tests of reason¬ 
ableness. 

Q. As I understand it, you are saying that if a rate 
of return of, say, six per cent applied to a rate base of 
$100 million yields a fair return, the same rate of return 
applied to a rate base of $60 million, established by a dif¬ 
ferent method of rate regulation would not yield a reason¬ 
able result? A. That is correct. If a return allowance 
of $6 million is reasonable, adequate, and not excessive, a 
return allowance of $3.6 million cannot be reasonable. 

Similarly, if the rate base were fixed at $150 million 
by the application of some other regulatory formula, a re¬ 
turn allowance of $9 million would not be reasonable. 

The credit position of a company and its ability to 
attract additional capital depends primarily upon the re¬ 
turn allowed, rather than upon either the rate base or the 
rate of return viewed independently of each other, although 
the regulatory process may have its own influence upon the 
cost [519] of capital to the regulated enterprise. 

Although the process of rate regulation may not be 
bound by formulae, the fair return, as the end result, should 
be reached by a rational process and the result should be 
subjected to criteria of reasonableness which are based 
upon a recognition of the purposes of regulation. 

Q. In general, what do you believe to be the applicable 
criteria? A. In my opinion, the general criteria are: 
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First, upon what basis does the rate making process uhder- 
take to encourage and induce the investment of capital in 
the regulated enterprise, and second, how significantly do 
the results of the rate making process depart from! the 
alternative opportunities available to investors. 

Q. What are the bases upon which the rate majking 
process may seek to induce the investment of capital! 
A. One such basis is the allowance of a return equivalent 
to the hypothetical replacement cost of capital. It maiy be 
called the competitive replacement basis. j 

It would seek to provide the return which is available 
to invested capital from alternative opportunities having 
comparable qualities of risk and uncertainty and resppnsi- 
bility for the management of investment. 

Prudent investment is the second basis upon which 
the regulatory process may undertake to induce the invest¬ 
ment of [520] capital in public utility enterprises. The 
theory of this basis is that investors contribute a specific 
amount of capital—dollars—not any specific property, ^nd 
that additional capital will be forthcoming if they are per¬ 
mitted to earn a return, on the amount actually contributed, 
at the rate of return expected when the funds were cpm- 
mited to the enterprise, and that on this social contract 
additional capital will always be available at currently 
compensatory rates of return expectation. 

Q. Please define the competitive basis more fplly. 
A. The competitive standard involves the proposition fhat 
capital committed to a public utility enterprise is subject 
to the impact of all the changes which may take place iV a 
dynamic and competitive economic society. 

Among these changes are fluctuations in the general 
level of prices and in the cost of constructing particular 
production facilities, inflationary or deflationary movement 
of prices, improvements in technology and changes in the 
demands for utility service. 

Therefore, the competitive return to investors is the 
product of the rate of return currently expected by in- 
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vestors, applied to the current costs of replacing the plant 
facilities. 

The rate of return currently expected per dollar of 
investment is measured by the returns currently available 
from alternative investments of corresponding risk. 

[521] The required capital is the amount necessary to con¬ 
struct a utility plant of “up to date” technological design 
capable of supplying the service which is being supplied 
by the existing plant. 

According to the competitive standard, the consumers 
should pay a return of no more than the cost of replacing 
the plant with one capable of supplying the same service. 

The rate of return which corresponds to the com¬ 
petitive standard is the cost rate which would be experi¬ 
enced if the enterprise were free to replace its capital, on 
the basis of a new capitalization, without incurring costs to 
retire outstanding securities or eliminate an existing cap¬ 
italization. 

Past costs associated with a capitalization are “sunk” 
for the same reason that the past costs of existing plant do 
not determine prices in a fully competitive society. 

A new enterprise would incur the cost of capital which 
would be determined by the returns expected by investors 
and the kind of capitalization which prudent management 
would be free to establish. 

Q. Does the competitive basis require consistent de¬ 
termination of the rate base and rate of return? A. Yes, 
if the return is to correspond to the alternatives currently 
available to investors, both the capital replacement cost 
rate and the amount of investment required [522] at cur¬ 
rent prices to provide the same service must be recognized. 

Except by accident, the competitive return would not 
be fixed by applying a replacement cost rate of return to 
a prudent investment rate base. 

Similarly, a competitive return would not be found by 
applying a historical cost rate of return to a replacement 
cost rate base, except by accident. 
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Q. Dr. Foster, does the investment basis require a Con¬ 
sistent determination of the rate base and rate of return? 
A. Yes, if the return is to correspond to the returns ex¬ 
pected at the time of the commitment of capital and upon 
the basis of which the investment was made, it must reject 
[523] both the historical cost of capital rate and the amojunt 
of the historical investment prudently made. 

If the return to investors is to be upon the basis! of 
their past sacrifices, it must be fixed at the rate which Cor¬ 
responds to their expectations when the sacrifice was m^de. 

Therefore, unless by accident, a return fixed by apply¬ 
ing a replacement cost rate of return to a prudent invest¬ 
ment rate base would not be consistent with the investment 
cost method of rate making. 

Similarly, a return fixed by applying a historical cost 
rate of return to a replacement cost rate base would not be 
consistent with the investment cost method. 

Q. In your opinion, does the investment cost method 
of rate regulation have administrative advantages? A. 
Yes, I believe that the prudent investment method of r^te 
regulation has some administrative advantages. | 

The needs for information can be supplied in laijge 
part by accounting records, assuming they accurately Re¬ 
flect economic facts; an attempt to conform to the com¬ 
petitive standard requires that both the rate base and the 
rate of return be imputed. 

Also, adoption of the investment basis tends to relieve 
investors of certain risks associated with the capitalization 
if it is consistently employed as explained above; if npt, 
the [524] administrative advantages may be unfairly gained 
at the expense of the investor. 

Q. You testified that the return allowance is an end re¬ 
sult of regulation and that this end result should be sub¬ 
jected to applicable criteria of reasonableness. 

You have discussed one such criterion—the basis uptjra 
which the rate making process undertakes to induce the 
investment of capital. 



146 


J. Rhoads Foster, Direct 


What do you mean by the second criterion, which was 
“How significantly do the results depart from the alterna¬ 
tive opportunities available to investors’’! A. Consis¬ 
tent recognition of either the competitive or the investment 
basis does not necessarily mean that the regulatory purpose 
of inducing the continued investment of utility capital will 
be accomplished. 

Either method must be adapted to particular circum¬ 
stances if unreasonable end results are to be avoided. 

Either the competitive or the investment standard, how¬ 
ever, provides a “conscious design for decision” instead of 
resting the end result upon “intuition”. 

A consistent recognition of the investment cost basis 
might in some circumstances yield results wholly inadequate 
to attract new capital. 

If the cost of constructing capital goods and the price 
of capital were each to trend sharply upward the return 
[525] provided by the investment cost method of rate regu¬ 
lation might vary widely from the returns alternatively 
available to investors. 

If construction costs increase at the same time that the 
price of capital declines, it is obvious that the effect of these 
movements is counteracting. 

Therefore, the result of applying the prudent invest¬ 
ment method should be tested against the competitive 
standard. 

Q. Might a consistent recognition of the competitive 
basis yield unreasonable results in some circumstances! 
A. Yes. The competitive standard rigidly applied may 
yield unreasonable results. 

For instance, the most economical capital structure at a 
given time may conflict with a standard of “conservatism” 
in security regulation; it may include a proportion of debt 
in excess of what would be approved either by regulatory 
authority or by prudent management. 

The question may be presented in some instances as to 
whether or not in view of existing contractual obligations 
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a return based on the competitive standard will maintain 
solvency. The regulatory authority cannot lose sight of I the 
public need for continued service but must determine 
whether solvency is worth maintaining. 

The practical necessity of giving consideration to con¬ 
tractual costs, in order to maintain ability to attract [5^6] 
required capital, may be even more urgent where a com¬ 
petitive return would not result in bankruptcy but mi^ht 
prevent the payment of preferred dividends. 

Q. May the end result of the rate making process be 
subjected to these criteria regardless of the method Em¬ 
ployed! A. Yes. Assuming that the process of rkte 
regulation is pragmatic, in the sense that it does not pro¬ 
ceed consistently by any method, its results may and should 
be subjected to the tests presented by the competitive ajnd 
investment standards. 

[527] Q. Have you made a study and reached a conclusijon 
as to the experienced cost of capital to Pennsylvania Water 
& Power Company as at the present date! A. I have.! 

Q. In general, how have you proceeded! A. I have 
made a study of the capitalization rate upon the basis of 
which Pennsylvania Water might obtain equity capital jas 
at the present time. In doing so I have given primary con¬ 
sideration to the evidence of investors’ appraisals of tne 
prospective income from their investments in the Pennsyl¬ 
vania Water common stock. In this connection I have given 
consideration to the significance and meaning of the earn¬ 
ings price ratios. I have added to the imputed equity capi¬ 
talization rate a margin for cost of financing in order io 
state the cost of equity capital to Pennsylvania Water. | 

I have determined the experienced cost of debt and pre¬ 
ferred stock capital by use of data supplied to me by the 
company from their accounting records. Experienced cofet 
of debt capital is defined for this purpose as the percentage 
ratio on a sinking fund basis between the annual require¬ 
ments and the net proceeds to the enterprise. 
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The annual requirements include all the costs of re¬ 
deeming outstanding securities or eliminating revising or 
consolidating existing contracts in order to give the com¬ 
pany access to lower capital costs or more favorable terms. 
Similarly, [528] the experienced cost of preferred stock 
capital is defined as the ratio between the annual require¬ 
ments and the net proceeds to the company. 

Finally, I have combined these cost rates in order to 
state the total or overall experienced cost of capital. 

Q. In determining the equity capitalization rate, why 
have you given primary consideration to the evidence of 
investor’s appraisals of the prospective income from their 
investments in the Pennsylvania Water common stock? 
A. Because in my opinion these data provide the most sig¬ 
nificant evidence. The market prices of the Pennsylvania 
Water common stock express the composite market judg¬ 
ment of what is necessary and adequate compensation for 
the risks inherent in this investment. 

I believe that, properly interpreted, the results of the 
collective appraisals are a better guide to administrative 
action than the opinion or appraisal of any one individual. 
If an individual should reach a different conclusion, the 
composite market appraisals would, nevertheless, remain 
the best evidence of the price at which the particular enter¬ 
prise could obtain additional supplies of equity capital. 

Earnings price ratios are available for other utility 
common stocks and for industrial and railroad stocks. Some 
of these may be enterprises of corresponding risks and 
uncertainties. Some may not. Identification of those which 
are [529] comparable is necessarily dependent upon anal¬ 
yses and subjective judgment. Therefore, the relationships 
between the earnings and the prices of other common stocks 
are considered only for the purpose of aiding in the inter¬ 
pretation of the Pennsylvania Water earnings price ratios. 

Mr. Sparks: Mr. Examiner, I have at this time a 
document entitled “Pennsylvania Water & Power 
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Company, Experienced Cost of Capital”, containing a 
chart and six schedules. May this document be marked 
Exhibit 29 for Identification? 

Trial Examiner : The document may be so marked. 

(The document referred to was marked Exhibit jSTo. 
29 for Identification.) 

By Mr. Sparks : 

Q. Doctor, you have before you a folder containing a 
chart and six schedules, together with notes, which has the 
general title 4 ‘Pennsylvania Water & Power Company, Ex¬ 
perienced Cost of Capital”, and which has been marked for 
identification as Exhibit 29. I ask you whether this ^as 
prepared by you or under your direction? A. It wasL 
Q. Will you please describe generally the chart with 
the title “Electric and Electric Combination Utility Eatn- 
ings-Price Ratios, Mean of Medial Four of Six Ratios akid 
Pennsylvania Water & Power Company”? A. The chirt 
shows two lines which I will call curves. [530] One repre¬ 
sents the Pennsylvania Water earnings price ratios monthly 
from January, 1912, to December, 1945. 

The second curve represents a monthly average of the 
earnings price ratios of six electric and electric combina¬ 
tion companies. These six companies are Boston Edison, 
Commonwealth Edison, Consolidated Edison of New Yoifk, 
Consolidated of Baltimore, Detroit Edison and Pacific Ghs 
and Electric Company. The purpose of the second cur^e 
is to provide a standard or background which will aid fn 
analysis of the Pennsylvania Water earnings price raticjs. 

The panel in the upper half of the chart contains I a 
series of notes with respect to events and circumstances l)f 
general and particular interest in connection with the con¬ 
sideration of the earnings price ratio curves. 

Q. What are the data shown by the schedule bearing 
the title “Schedule 1, Pennsylvania Water & Power Com¬ 
pany, Monthly Earnings-Price Ratios, January, 1912, to Dk- 
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cember, 1945”? A. Schedule 1 is a tabulation of the 
earnings price ratios which are shown graphically by the 
solid line on the chart. 

Q. Please describe the schedule with the title 1 ‘Sched¬ 
ule 2, Pennsylvania Water & Power Company, Gross In¬ 
come, Its Disposition and Income per Share of Common 
Stock, 1911-1945”? A. Schedule 2 consists of a sheet 
with 13 columns of [531] data and 13 attached pages of 
notes. I believe that the titles of the various columns on 
the tabular sheet are reasonably descriptive. 

The principal purpose of the schedule is to show the 
adjustments made to eliminate from income the effect of 
non-recurring items and to state, in Column 10, the earnings 
per share of common stock outstanding at the end of each 
year. Reported income is adjusted for the effect of non¬ 
recurring or extraordinary items of revenue or expense. 
Adjusted earnings per share, Column 10, are calculated by 
dividing the equity income, Column 8, by the number of 
common shares outstanding at the end of each year. Col¬ 
umn 9, per cent of gross income available for the common 
stock, and Column 13, the percentage ratio between com¬ 
mon dividends and equity income, are statistical expressions 
of the comparative position of the Pennsylvania Water 
common stock. 

Q. What was the number of common shares outstand¬ 
ing at the end of each year? A. From 1911 to 1922 inclu¬ 
sive, 84,950 $100 par common shares were outstanding at 
the end of each year. At December 31, 1923, the number 
had been increased to 97,693 and at the end of 1924 to 
107,462. This number remained unchanged until 1927 when 
the $100 par shares were exchanged for no par shares on 
the basis of four no par shares for each outstanding $100 
par share. Therefore, 429,848 shares were outstanding at 
[532] December 31, 1927, and the number has remained un¬ 
changed to the present time. 

Q. What is the purpose of the adjustments of reported 
income shown by Schedule 2? A. In buying common 
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stocks as investments, prospective income and not pasj in¬ 
come is being purchased. Reported income is useful to the 
security analyst as an indication of what may be expected 
in the future. Prospective annual income is not measured 
by the earnings reported for the latest 12-month perjiod. 
Prospective income obviously does not include extraor¬ 
dinary items of revenue, expenses or taxes which are not 
expected to recur or which are expected to recur only during 
a short future period. 

In recent years, reductions of Federal income tapes 
because of deduction from net taxable income availably in 
connection with refinancing of securities and sales of prop¬ 
erty have been among the most frequently non-recurring 
items. The unusual circumstances which bring about a sig¬ 
nificant reduction of taxes in the particular year are, in gen¬ 
eral, based upon differences in the accounting treatmentj of 
certain items for income tax purposes and for general 
financial purposes. The adjustments are limited to thlose 
typically made by security analysts to state the yealr’s 
earnings on a so-called normal basis. The work was done 
by progressing from earlier to later years, on the basis of 
information currently available [533] from the annual re¬ 
ports of the company to its stockholders and care was taken 
to avoid the use of information available only at a later 
date. The adjustments are not forecasts; no attempt is 
made to anticipate the trend of demand, of prices or otfyer 
factors from conditions which existed during the year for 
which income is reported. 

The earnings price ratio is the ratio between the cur¬ 
rent earnings and the current market price of the stoqk. 
The capitalization rate represents the relationship between 
the current market price of the stock and the earnings whijch 
investors believe to be in prospect and upon the basis of 
which they are willing to pay the given price for the oppor¬ 
tunity of receiving the hoped for income. j 

Therefore, the earnings price ratio is evidence of tjie 
capitalization rate but may not coincide with the latter. 
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The adjustment of reported earnings for the effect of non¬ 
recurring items, which serves to normalize the earnings for 
the accounting period, is a step toward improvement in the 
quality of the earnings price ratios as evidence of the capi¬ 
talization rate. 

Q. Why do you show earnings available per share, as 
reported, Column 11, for only the years 1931 to 1945, inclu¬ 
sive! A. Beginning with the year 1931, the income state¬ 
ment in the annual report to stockholders included a net in¬ 
come item which, after deduction of preferred dividend 
requirements, [534] may be considered as reported equity 
income. Prior to that year, the income statement does not 
attach a positive label to the amount of net income. 

Q. How have you derived Column 13? A. Column 
13 is the dividend earnings ratio or the percentage ratio of 
annual dividends to the earnings available during the year 
for dividends. For the period from 1914 to 1930 the ratio 
is derived by dividing Column 10, the adjusted earnings per 
share, into Column 12, the annual dividend rate as at the 
end of the year. For the period from 1931 to 1945, inclu¬ 
sive, it is derived by dividing Column 11, the reported 
earnings per share, into Column 12, the annual dividend 
rate. 

Q. Why do you use reported earnings for this purpose 
to the extent available? A. Because the reported or ac¬ 
tual equity earnings are more pertinent with respect to 
the ability of the company to pay dividends; an extraor¬ 
dinary operating loss or windfall in a given year affects 
earned surplus available for dividends. 

Q. With earnings per share, shown by Column 10 of 
Schedule 2, available, what are the further steps which you 
have taken in calculating the earnings price ratios shown 
by Schedule 1 ? A. I recorded the monthly market prices 
of Pennsylvania Water common stock for the period from 
August, 1911, to December, 1945, and determined the 
monthly averages of these [535] prices. Then I stated the 
earnings per share on a monthly basis by a method which 
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gives a smooth or gradual transition from the earnings of 
one year to those of the next. Finally, I divided the earn¬ 
ings per share for each month by the average market price 
for that month in order to obtain the earnings price ratio 
for the month. 

Q. From what sources did you obtain the market prices 
of the Pennsylvania Water common stock! A. Iprom 
the Bank and Quotation Record section of the Commercial 
and Financial Chronicle for the entire period from 1911 
to 1945 and from 1913 to 1927, inclusive, from The Annalist, 
published by the New York Times. Bid and asked quota¬ 
tions were available from the General Quotation Section 
of the Bank and Quotations Record from 1911 to an$ in¬ 
cluding January, 1928. Thereafter, monthly high and low 
price and volume of sales on the New York Curb Exchange 
are reported by the Chronicle. In order to supplement 
the bid and asked quotations, I recorded the prices ori the 
Baltimore Exchange as reported weekly by The Annalist 
from 1913 to 1927 inclusive and the prices on the New York 
Curb Exchange as reported weekly by The Annalist from 
1924 to 1927, inclusive. 

Q. What prices did you use in computing the earnings 
price ratios? A. I used sale prices in preference to bid 
or asked quotations, and where prices were available from 
more than [536] one securities exchange I used the price 
from the exchange on which there was currently the larger 
volume of trading in the particular stock. Prices are not 
available for the period from August to December, 1914, 
inclusive, when the stock exchanges were closed. I fijlled 
in this gap by interpolating from the July, 1914, and Jan¬ 
uary, 1915, prices. Otherwise the prices used are the aver¬ 
age of monthly high and low or bid and asked quotations. 

Q. By what method do you state the earnings per sUare 
on a monthly basis? A. I assigned the earnings [per 
share for each calendar year to the month of September 
within that year, thus recognizing the availability of in¬ 
formation during the year with respect to the trend of 
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earnings and investors’ anticipation of the results for the 
year. Then I stated the earnings per share for the inter¬ 
vening eleven months in such manner as to provide a 
regular progression from September of one year to Sep¬ 
tember of the next year. That is, in stating the earning 
per share for the month of October, I gave a weight of 
ll/12th to the current year’s earnings per share and a 
weight of l/12th to the earnings of the following year. 
The weights for November were 10/12th and 2/12th, and 
so on until the earnings per share for August were stated 
by giving a weight of ll/12th to the earnings of the current 
year and l/12th to the earnings of the past year. 

[537] Q. You then divided the earnings per share as stated 
for each month by the average of the market prices for the 
given month to obtain the earnings price ratios which are 
shown by Schedule 1 and which are represented by one of 
the two curves on the chart? A. That is correct. 

Q. Referring now to the broken curve shown by the 
chart in Exhibit marked for identification 29, how did you 
select the six common stocks represented in this average? 
A. It is not a selected group. I desired to use a group of 
dividend paying common stocks for which monthly sale 
prices are available and the composition of which did not 
change during the long period from 1910 to date. The six 
are substantially all which are available. Addition of the 
common stock of Southern California Edison was consid¬ 
ered, but the outstanding preferred stock with participat¬ 
ing rights makes computation of the equity income rela¬ 
tively difficult and the stock was excluded for that reason. 
A larger group might have been obtained by making sub¬ 
stitutions from time to time or varying the number of 
stocks in the group but chaining of the earnings price ratio 
averages probably would have been necessary. The six 
are the most homogeneous group which could have been 
used for the purpose subject to the conditions stated. 

Q. Are the earnings price ratios tabulated on Schedule 

[538] 3 the values which are represented by the broken 
curve on the chart? A. That is correct. 
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Q. Please describe the method by which you arrived at 
monthly earnings price ratios for the six common stocks 
6hown on Schedule 3. A. I used the same method and 
followed the same steps as in connection with the Penn¬ 
sylvania Water earnings price ratios. I read the annual 
reports of these six companies for nearly the entire term 
of years. In the case of certain years, particularly prior 
to 1911, I did not have the annual reports available and 
obtained the information from Moody’s Manual. In in¬ 
stances where information, such as the dividend rate, j was 
not given in the annual report, it was obtained from 
Moody’s. I worked forward from earlier to later y^ars. 
I prepared for each company an annual statement of gross 
income, fixed requirements, equity income and earnings 
per share, which reflected adjustments made for signifipant 
non-recurring items of revenue, expense and taxes. I then 
stated monthly earnings per share by weighting in the 
same manner as I did for the purpose of stating monthly 
the Pennsylvania Water earnings price ratios. The monthly 
prices of the common stock were obtained from the spme 
sources and treated in the same manner as in the cas^ of 
the Pennsylvania Water common stock. 

Q. Why have you used the mean of a medial group 
instead [539] of some other kind of average? A. Ex¬ 
clusion of the extremes in computing the average tend? to 
eliminate the effect of extraordinary factors which hjave 
an impact on a particular company and which othervpise 
would distort the average. The average is more nearly 
representative of the typical level and trend than it would 
be if the extremes were included. 

Q. Have you made any check as to the stability of the 
companies represented in the average earnings price ratios, 
and their comparability with Pennsylvania Water, \pith 
respect to the proportion of gross income becoming avail¬ 
able to the common stock? A. Yes, I have determined 
the proportion of gross income available as equity income 
for the four companies represented directly in the average 
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either during all or during the greater part of each of the 
five years ended with 1922, and similarly, with respect to 
the five-year period ended in 1940. During the earlier 
period of five years, the average proportion of gross in¬ 
come available to the equity was 54.6 per cent for the four 
companies and 54.7 per cent for Pennsylvania Water. 

During the five years ended with 1940, the average for 
the four companies was 58.3 per cent and the average for 
Pennsylvania Water was 67.8 per cent. 

Thus, there is reason to believe that the level of the 
[540] average is not affected by any long-run change in 
capital structures or proportion of total income typically 
available for the equity. The distribution of the Pennsyl¬ 
vania Water gross income did change, with a smaller pro¬ 
portion being required in the later years to meet prior 
charges so that, in this respect, the Pennsylvania Water 
stock is less comparable during the later period with the 
stocks represented in the average than it is during the 
earlier years. 

Q. Does the increase in the proportion of gross income 
available for the equity mean that the earnings price ratio 
is higher or lower than would otherwise be the case? 
A. So far as the influence of this factor is concerned, the 
earnings price ratio is lower than would otherwise be the 
case. 

Q. What do you conclude from the fact that Pennsyl¬ 
vania Water common stock has sold during recent years on 
a higher earnings price ratio basis than the average of the 
other four? A. It does so for reasons other than the 
broader participation in income. 

Q. Why did you make the comparison for the five years 
ended with 1922 and the five years ended with 1940? A. 
A comparison of income distribution, between Pennsylvania 
Water and the other companies, would be meaningless for 
almost any year prior to 1918. The proportion of gross 
income available to the Pennsylvania Water stockholders 
increased from [541] 8.7 per cent in 1911 to 51.4 per cent 
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in 1917. It required several years for Pennsylvania 'Water 
to reach full utilization of the capacity initially planned. 
As for the five years ended with 1940,1 merely took a period 
prior to the war. 

Q. Have you made any check as to the stability of the 
companies represented in the average earnings price ratios, 
and their comparability with Pennsylvania Water, with 
respect to the proportion of equity income paid out as 
dividends? A. Yes, I have made a determination of 
the proportion of equity income paid out as dividend^ by 
Pennsylvania Water and by the four companies represented 
in the average, either during all or during the greater part 
of each of the five years ended with 1922; and similarly 
with respect to the five-year period ended with 1940. 

During the earlier period of five years, the average 
proportion of equity income paid out as common dividends 
was 86.6 per cent for the four companies and 85.1 per cent 
for Pennsylvania Water. During the five years ended with 
1940, the average for the four companies was 81.8 per Cent 
and the average for Pennsylvania Water was 84.6 per cent. 

Thus, there is reason to believe that the average is not 
affected by any long run change in the dividend polic^ or 
practice of the companies represented in the average. Also, 
in this respect, Pennsylvania Water is generally comparable 
with the companies represented in the average. 


i 

[543] Q. Dr. Foster, where you have used the term “Ppnn 
Water” throughout your testimony does that term inclhde 
the Susquehanna Transmission Company of Maryland? 
A. It does. 

Q. Have you given consideration to factors whichj in 


your opinion, influence or determine the fluctuations ind 
movements of the earnings-price ratios shown by the ch|art 
in the exhibit? A. I have. 

Q. What are some of those factors? A. For fhe 
purpose of analysis, they may be classified generally as: 



158 


J. Rhoads Foster, Direct 


(1) Those which are related to experienced secular 
growth or expansion in scale of operations. 

(2) Those which are related to the cycle of business 
[544] prosperity and depression. 

(3) Those which arise out of speculative trading in the 
securities markets. 

(4) Those which are related to other events which have 
a general impact on all enterprises or on all of a class of 
enterprises. 

(5) Those which are related to events which have a 
special impact on the particular utility. 

I attach no significance to the sequence in which these 
categories have been stated. 

Q. What do you mean by the factors which are related 
to expected secular growth or expansion in scale of opera¬ 
tions? A. Commitments of capital are made in the ex¬ 
pectation and hope of realization of income and the amount 
of capital committed by investors represents a capitaliza¬ 
tion of the income which they estimate to be in prospect. 
It is generally understood that either a sustained secular 
growth or a planned major expansion in scale of operations 
typically results in fuller utilization of the existing pro¬ 
ductive capacity of electric utilities. As the result of such 
growth, the returns on the previously existing investment 
tend to be higher than the past returns. 

Q. What do you believe to be the effect of these factors 
on the behavior of the earnings price ratio curves? A. It 
is rational to conclude that when such growth or [545] ex¬ 
pansion is in prospect, the earnings price ratios, either for 
a particular common stock or for a class of common stocks, 
will be at a lower level than otherwise would be the case. 
The true capitalization rate is the ratio between the pro¬ 
spective income, which may or may not be estimated by 
investors with precision, and the price which the investors 
are paying in the market for that prospective income. The 
earnings price ratio, as commonly stated and as stated for 
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the purpose of the chart, is the ratio between the p|ast, 
lower earnings per share and the market price established 
in anticipation of higher earnings. 

Q. Have there been times within the total period sh<j>wn 
by the chart when there was the prospect of significant 
growth or expansion in the operations of the companies 
represented on this chart? A. Undoubtedly. The busi¬ 
nesses of producing and distributing electric power were 
businesses of almost continuous and of rapid growth,' at 
least prior to 1930. A note on the chart within the space 
representing the year 1912 indicates that the gross revefiue 
of the six companies represented in the average, but ocjiit- 
ting Consolidated Gas of New York because its gross re|ve- 
une figures are not available for this period, doubled in the 
five-year interval from 1907 to 1912. Somewhat similar 
rates of growth were sustained for the five-year period 
ended with 1917,1922 and 1927. The rate of [546] increase 
during the later years is indicated by the fact that the 
gross revenues of the six companies for 1937 was 29 ]j>er 
cent in excess of their gross revenues for 1932. 

In the case of Penn Water, the eighth generating unit 
was not installed and in operation until late in 1914. The 
earnings per share were only $0.43 in 1911, $2.19 in 1912, 
and increased both steadily and rapidly to $5.53 for 1^16 
and $6.45 for 1917. The earnings price ratio of 1.61 jjer 
cent shown by Schedule 1 for January, 1912, is obviously 
meaningless as a measure of the ratio at which Penn Water 
equity investors, as at that date, were capitalizing the in¬ 
come which was in prospect. The average market price of 
the common stock in January, 1912, was $63.25. If, for 
the purpose of illustration, an earnings price ratio is Ex¬ 
pressed by relating the 1916 earnings per share to tpe 
January, 1912, market price of the common stock, the 
arithmetic result is an earnings price ratio of slightly moire 
than 10 per cent. Of course, as evidence of the capitaliza¬ 
tion rate, an earnings price ratio derived in this manner 
should be discounted for the cost of waiting. 
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Q. What are the characteristics of the factors which 
you have described as being related to the general business 
cycle? A. The general business cycle involves a signifi¬ 
cant, relatively short run change in the volume of industrial 
[547] production and in the degree of business and financial 
confidence as to the future. During periods of declining 
business activity, and of uncertain business confidence, the 
forecasts of future income are relatively unfavorable. Dur¬ 
ing the opposite stage of the business cycle, when confidence 
has revived and the volume of production has begun to in¬ 
crease, the forecasts of corporate income tend to become 
relatively more favorable. 

Q. What is the effect of these factors on the behavior 
of the earnings price ratios? A. It is rational to con¬ 
clude that in so far as the influence of these factors is con¬ 
cerned, the earnings price ratios will tend to be higher 
than the true capitalization rate during periods of declin¬ 
ing business activity and a low level of productivity. Cor¬ 
respondingly, the earnings price ratios will tend to be below 
the true capitalization rate during periods of expanding 
business activity. 

At the time when business activity loses momentum 
and a loss of business confidence is experienced, estimates 
of future earnings are revised downward. As this phase 
of the business cycle progresses, the prospect of recession 
or depression becomes more definite. The prices of com¬ 
mon stocks tend to decline in adjustment to the loss of 
confidence and the prospective lower income, but only the 
results of past operations are reflected in the available 
annual income statements. [548] The earnings price ratio 
expresses the relationship between the past per share earn¬ 
ings and the market prices which reflect investors’ pessi¬ 
mistic appraisals of future income. 

[549] When the business cycle progresses to the stage of 
revival and renewed business confidence, the contrary set 
of relationships is presented. The market prices of com¬ 
mon stocks respond to the more optimistic forecasts of 
business activity and income. The earnings-price ratios, 
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as commonly expressed and as expressed on the chart, are 
the ratios between past earnings and the current market 
prices. 

Therefore, the earnings-price ratios tend to be de¬ 
pressed temporarily to a level below the rate at which 
prospective income is, in fact, being capitalized in the 
market. j 

Q. Have there been times within the total period sho|wn 
by the Chart when a coincidence existed between business 
cycle changes and the earnings-price ratio behavior whjich 
you have described? A. Yes. For instance, the volume 
of industrial production increased throughout the year 
1936. Earnings forecast undoubtedly were more optimisjtic 
than the actual experience for the year 1935. j 

The earnings-price ratios shown for the various montjhs 
of 1936 expressed the relationships between past earninjgs 
and current market prices, but these market prices wejre 
the result of investors’ appraisals of prospective income 
which differed from those reported for prior accounting 
periods. 

Q. Please discuss the significance of the third class pf 
factors which you mentioned as influencing the behavipr 
[550] of earnings-price ratios, that is, speculative trading 
in the securities markets? A. For the purpose of 
analysis of capitalization rates, I defined investment as tlie 
purchase of an asset on the basis of an appraisal of the 
value of the hoped-for income from the asset. j 

Securities are also traded on the basis of expected 
short run profit from appreciation or decline of market 
value. 

For the purpose of the analysis I have characterized 
this market motivation as speculative. It is present in i^s 
fullest manifestation in the so-called bull markets. 

In 1929 when so many persons attempted to take ad¬ 
vantage of the opportunities for quick profits, the market 
prices were quite unrelated to valuations of prospective 
annual income from the investment. 
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The call money rate of 15 per cent and outstanding 
eight billion dollars in brokerage loans, noted by the chart, 
are indications of the speculative fervor. This 1929 be¬ 
havior of stock market prices was without inspiration from 
a rise in industrial production or commodity prices. 

With reference to the more recent period, a significant 
element of speculative motivation has been present in the 
stock market during the past year. The price increases 
have been general, in some part without concern for pro¬ 
spective [551] income, and without a high degree of 
selectivity among opportunities. 

Q. To the extent that speculative trading provides op¬ 
portunity for an enterprise to obtain equity capital at 
lower cost rates than would otherwise be possible during 
the bull market, are these lower cost rates an appropriate 
basis for fixing the fair rate of return to a public utility? 
A. I believe not. It undoubtedly is true that during the 
existence of a bull market, as in 1929 and to some extent 
today, equity capital is temporarily available at a lower 
price because of the extreme optimism of investors and the 
trading without regard to valuation of prospective income. 

However, periods of undue optimism and periods of 
undue pessimism are each relatively short-lived. If service 
changes were established on the basis of bull market prices, 
they would be inadequate when market prices of securities 
are again based primarily upon appraisals of their intrinsic 
value. 

Similarly, if charges for service were established on 
the basis of bear market prices, they would be excessive, 
so far as this factor is concerned, when the period of undue 
pessimism has passed. 

Determination of the fair rate of return on the basis 
of earnings-price ratios, reflecting either extremely pessi¬ 
mistic [552] or extremely optimistic reactions of investors, 
would introduce an undesirable element of instability into 
the process of rate regulation. Rates would tend to be re¬ 
duced because of the temporary availability of capital at 
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speculative prices in periods of general business prosperity. 
It would follow, as a matter of consistency, that in the Con¬ 
trary situation, as in 1932 or 1933, charges for service would 
be increased. 

Periods of deep gloom in the stock market do not coin¬ 
cide with periods of productivity and high national incojne. 
Therefore, if for the purpose of rate of return determiha- 
tion, the cost of capital is established on the basis of short 
run evidence, service charges will tend to be high at the 
very time when the effect on demand and consumer inter¬ 
ests would be most unfavorable, and low when national 
income and consumer demands would support relatively 
higher charges. 

Q. Please illustrate the fourth class of factors in¬ 
scribed as related to other events which have a general 
impact on all enterprises or on all of a class of enterprises. 
A. Perhaps the most significant such event is a change or 
prospective change in corporate income tax rates. 

Corporate income tax rates have been at a high leyel 
and these rates are especially significant for electric util¬ 
ities because of the proportionally large capital invest¬ 
ments required. Any substantial change in the tax rajte 
[553] has a substantial effect on equity income. 

Q. What, in your opinion, is the effect of this factor 
on the behavior of earnings-price ratios? A. Again at¬ 
tention must be recalled to the fact that the market prices 
of common stocks reflect investors’ appraisals of pro¬ 
spective income. If, because of events which necessitate 
increased public revenues, it is generally believed that cor¬ 
porate income tax rates will be raised or if a new tix 
measure has been enacted by Congress, consideration 
given by security analysts to the effect on corporate 
earnings. 

As a consequence of these appraisals, the market prices 
of stocks will tend to be adjusted to the changed prospects 
of income. The earnings-price ratios, however, expressed 
as the relationship between past earnings and the market 
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prices, do not reflect the reappraisals of anticipated income 
and tend to deviate from the rate at which that income 
actually is being capitalized. 

Q. Within the period shown by the chart, has a coin¬ 
cidence existed between anticipated tax changes and the 
earnings-price ratio behavior which you would expect in 
view of the circumstances? A. Yes. For instance, the 
notes in the space representing the year 1941 indicate that 
higher income taxes were urged early in 1941 and that the 
Revenue Act of 1941 was [554] enacted in October of that 
year. 

The chart also shows that the Penn Water earnings- 
price ratio moved from about 9 per cent for January to 
about 12.5 per cent for December, and the average of earn¬ 
ings-price ratios of the six companies moved upward during 
1941 from 7.7 per cent to 10.6 per cent. 

It would be irrational to assert on the basis of this 
evidence that there was a corresponding movement in the 
rate at which prospective income was being capitalized by 
investors. 

So far as the evidence demonstrates to the contrary, 
the income which was considered to be in prospect after 
the higher taxes may have been capitalized at the same 
rate as had been applied in valuing earlier estimates of 
equity income. 

The average market price of the six common stocks 
fell from 141 in January to 97 in December, but the antici¬ 
pated effect of the higher taxes was not yet reflected in 
reported earnings. 

[555] It is true, of course, that the contract of Penn Water 
with Consolidated of Baltimore provides, in conjunction 
with the company’s other operating revenues, for payments 
to Penn Water which produce a fixed return after taxes. 

It appears, however, either (1) that this contractual 
provision has not been fully understood by investors, (2) 
that its significance has been discounted, or (3) that its 
influence on investors’ appraisals of prospective stability 
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and assurance of return has been fully offset by o|ther 
factors. 

Q. Is there reason to believe that behavior of the earn¬ 
ings-price ratios is affected in a contrary manner \Chen 
there is a general expectation of tax reductions? A. Yes. 
An anticipated tax reduction of importance, such as re¬ 
moval of the war-time excess profit taxes, results in re¬ 
appraisals of the values of the shares being traded. Market 
prices tend to increase because of the anticipated increased 
earnings per share. The earnings-price ratios, expressed 
as the relationship between past earnings and the current 
market prices, tend to decline to a level below the rato at 
which prospective income actually is being capitalized in the 
market. The chart calls attention to the fact that |the 
favorable progress of the war provided reason for ithe 
hope and expectation that the burden of the war-time takes 
would be lifted in whole or in part. During the last half 
of 1945, attention was turned to specific proposals for j;ax 
[556] revision. The general rise in the market prices of 
common stocks, which carried the average for the group of 
six from 113 in January, 1943, to 179 in December, 1945, 
undoubtedly was related in a special and significant manher 
to the anticipated effects of tax changes thought to be in 
prospect. Earnings-price ratios shown by the chart ^re 
expressed as the relationship between the market prices ajnd 
past earnings. Without adjustment, earnings-price ratios 
for recent months are misleading and invalid as evidence 
of the equity capitalization rate. 

Q. The fifth and last category of factors which ybu 
identified included those related to events which have a 
special impact on the particular company. Please define 
this category more explicitly. A. I referred to everits 
which influence the behavior of the earnings-price ratios 
as distinguished from the capitalization rates. I did npt 
refer to events or changes which influence investors’ ap¬ 
praisals of the risk present in a particular investment, su<jjh 
as changes in markets, competition, or other characteristics 
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which determine the return hoped for to compensate for 
the risk of loss. A considerable number of the unique 
events, which affect the validity of the earnings-price ratios 
as a measure of the capitalization rate, may be adjusted 
for in stating the earnings per share and have been ad¬ 
justed for in the preparation of these data. The non¬ 
recurring transactions within the past accounting period 
may [557] be given either exact or approximate quanti¬ 
tative expression. Adjustments are not readily made for 
other events which have a special impact on the earnings 
of a company. They result in deviations of the earnings 
price ratios from the true capitalization rate. 

Q. Can you illustrate by reference to the Penn Water 
curve on the chart? A. An obvious illustration is found 
in the upward bulge of the Penn Water earnings-price 
ratios, beginning with September, 1944, the date of the 
initiation of the rate proceeding by the Federal Power Com¬ 
mission. That is, the decline in the price of the Penn Water 
common stock and the corresponding rise in the earnings- 
price ratios coincides with the initiation of the rate pro¬ 
ceeding. 

Schedule 1 shows that the earnings-price ratio moved 
from 7.71 per cent in June to 9.28 per cent in October, 1944, 
a difference of 1.57 per cent. The market price reflected 
the valuation of future income, whatever the assumption 
as to the amount of that income. 

To the extent of the revision of investors’ expectations, 
the earnings-price ratios immediately following the date of 
initiation of a rate proceeding are invalid as measures of 
the capitalization rate. 

Earnings-price ratios, established in contemplation of 
a possible rate schedule revision, are not proper measures 
of [558] the appropriate changes in the price of service. 

Q. Do the several factors, which influence the behavior 
of earnings-price ratios and cause deviations from the true 
capitalization rates, each exert their influence in the same 
direction in any one time? A. No. They may exert their 
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influence in opposite directions. The earnings-price fatio 
behavior is the product of a complex composite of influ¬ 
ences, although a particular factor or event may ex^rt a 
dominating influence within some time intervals. 

Q. Have you, as the result of your analysis, reached a 
conclusion with respect to the equity capitalization rate 
which, as a component of the equity cost rate, is a Com¬ 
ponent of the experienced cost of capital to Pennsylvania 
Water & Power Company? A. I have. j 

Q. What, in your opinion, is this equity capitalization 
rate? A. 8.5 per cent. 

Q. In addition to the general considerations to which 
you have testified, are there more specific tests which you 
have applied in reaching this conclusion? A. I have 
given consideration to the average level of the Penn Water 
earnings-price ratios and those representing the six other 
common stocks during the period since August, 1939. [q59] 
I also gave consideration to evidence of the extent to which 
the adjustment of 1945 reported earnings on the basis of 
the 1946 tax rates would affect the evidence of capitalizaiion 
rates. j 

Q. Why did you determine the average for the peijiod 
from August, 1939, to the end of 1945? A. Within jthe 
general cyclical movement of the earnings-price ratios, Au¬ 
gust, 1939, was the last preceding low for the average of 
six. 

Q. How did you determine the average of the P^nn 
Water monthly earnings-price ratios over this period? 
A. I first determined the average deviation of the P^nn 
Water earnings-price ratios from the average of the six 
for the period August, 1939, to August, 1944, inclusive. I 
then assumed that in September, 1944, and subsequently, 
the Penn Water earnings-price ratios maintained the sajne 
position in relation to the average for the group of six, as 
had been typical of the preceding 61 months. After this 
adjustment to eliminate the effect of the upward bulge of 
the Penn Water earnings-price ratios subsequent to ^u- 



168 


J. Rhoads Foster , Direct 


gust, 1944, the average for the entire period from August, 
1939, to December, 1945, inclusive, was 8.51 per cent. 

Q. What was the proportion of gross income available 
to the Penn Water equity during recent years? A. 
Schedule 2 shows that the percentage of gross [560] income 
available to the common stock for the period from 1939 
to 1945, inclusive, varied from 70.7 per cent to 72.8 per 
cent. 

Q. Among the electric utilities generally, what is the 
typical relationship between equity capitalization rates and 
proportions of gross income available to the common stock? 
A. The rate at which prospective income is capitalized 
tends to be lower when the common equity in gross income 
is large and tends to be higher when the common equity 
in gross income is relatively small. Expressed by refer¬ 
ence to the coverage of preferred stock and senior require¬ 
ments, the equity capitalization rates vary little through 
the range where prior requirements are earned more than 
three or four times, and tend to increase sharply as the 
coverage of prior requirements declines to the point where 
the prior requirements are just earned. 

Q. Do investors’ appraisals, which are the available 
evidence of capitalization rates, reflect the experienced 
division of gross income between prior requirements and 
income available for the common stock? A. Yes. 

Q. What would be the effect on the capitalization rate 
if the gross income of the company were to be reduced? 
A. The effect would depend, of course, upon the amount of 
reduction in proportion of gross income available as equity 
[561] income. According to the typical relationship, the 
capitalization rates vrould tend to increase w T ith a decline 
in the equity income. 

Q. Did you give consideration to this factor in arriving 
at the capitalization rate of 8.5 per cent? A. I recog¬ 
nized the existence of the factor but did not attempt to 
give it quantitative expression and have not adjusted the 
8.5 per cent because of this factor. 
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Q. What has been the proportion of reported available 
earnings paid out as common dividends during ijecent 
years? A. Schedule 2 shows that the dividends learn¬ 
ings ratios for the period from 1939 to 1945, inclusive, 
varied from 78.9 per cent to 85.8 per cent. The average 
during this period of seven years was 83.4 per cent. 

Q. What is the typical relationship between equity 
capitalization rate and the proportion of available income 
paid out as dividends? A. The typical relationship 
among electric utilities is that the capitalization rate? are 
relatively lower where a large proportion of available in¬ 
come is paid as dividends and are relatively higher wjhere 
a smaller proportion of available income is paid out.' In 
general, income received as dividends is capitalized by in¬ 
vestors at one rate and income withheld from distribution 
is capitalized at a different and much higher rate. 

[562] Q. Do investors’ appraisals of the Penn Water com¬ 
mon stock, which are the available evidence of the capitali¬ 
zation rate, reflect the experienced practice with respect to 
proportion of equity income retained in the business? 
A. Yes. 

Q. Should the fair rate of return allowance be suffi¬ 
cient to permit some part of income to be passed to the 
surplus account? A. I believe so. 

Q. Is there a typical relationship between the payfout 
ratio and the per cent of gross income available for the com¬ 


mon stock? A. Yes. Among public utilities the propor¬ 
tion of equity income retained tends to increase as the pro¬ 
portion of gross income available for the equity narrows. 
That is, as a matter of managerial judgment, or regulatpry 
requirement, the proportion of available income passed to 
the surplus account and retained in the business tend^ to 
increase as the common stock participation in gross incbme 
narrows. j 

Q. Have you given consideration to this factor in jar- 
riving at the 8.5 per cent? A. I recognized the existence 
of the factor but did not attempt to give it quantitative 




170 J. Rhoads Foster, Direct 

expression and have not adjusted the 8.5 per cent accord¬ 
ingly. 

Q. Have you given consideration to the cost of equity 
[563] financing? A. Yes. I have prepared analyses of 
the financing cost experienced by public utilities and by 
other types of enterprises over a substantial period of 
time. 

Q. What margin have you added to the capitalization 
rate of 8.5 per cent to represent cost of financing? A. 
.75 percent. This margin is equivalent to a little less than 
9 per cent of the net proceeds of the equity financing. It 
is equivalent to a discount of 8.1 per cent from the market 
price to cover underwriters’ discounts and commissions, 
expenses and a small cost margin between the price at 
which a small number of shares is sold in the market and 
the price at which a large amount of stock could be sold. 

Q. What is your conclusion as to the equity capital 
cost rate for the purpose of a determination of the ex¬ 
perienced cost of capital to Penn Water? A. 9.25 per 
cent. 

Q. Have you made a calculation to establish the ex¬ 
perienced cost of debt capital to Penn Water? A. I 
have. 

Q. Does Schedule 4 show this calculation? A. Yes. 
It shows computations establishing the annual cost of the 
capital obtained by Penn Water from sale of the mortgage 
bonds now outstanding. The annual costs are expressed 
as percentages of the net amount of capital so [564] ob¬ 
tained. 

Q. What is the effective average cost rate? A. The 
effective average cost rate to maturity on the debt capital 
as at December 31, 1945, is 3.505 per cent. 

Q. From what source did you obtain the information 
with respect to debt discount and expense, premiums re¬ 
ceived and the other information required for the purpose 
of this computation? A. It was supplied by Pennsyl- 
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vania Water & Power Company and, I understand, was 
obtained from the accounting records of the company J 

Q. What is the identity of the bonds whose costg are 
reflected in the cost rate of about 3.5 per cent? A. The 
bonds outstanding at December 31, 1945, are the 3% per 
cent series, due 1964, and the 3% per cent series, due 1970. 

The 314 per cent series, due 1964, was issued in |L939 
to provide for redemption at maturity of the 5 per ^ent 
series due 1940. No costs related to the 5 per cent series 
of 1940 are included for the purpose of determining the 
annual cost of debt capital as at December 31, 1945. I 
The 3% per cent series, due 1970, was issued in 1940 
for the purpose of refunding 4% per cent series, due lp68, 
which had been issued in March, 1928, March, 1930 and 
March, 1931. The issue of March, 1928, in the principal 
amount of [565] $6,000,000 was for the purpose of refund¬ 
ing the Holtwood Power Company Series A 6 per <feent 
bonds which had been issued in October, 1924, and the 514 
per cent series A bonds which had been issued in Novem¬ 
ber, 1923, and July, 1924. 

Therefore, the costs related to the bonds of the 5% 
per cent series A, due 1953, and the Holtwood Power Com¬ 
pany series A 6 per cent bonds, due 1954, are stated in ’the 
first part of Schedule 4. j 

This computation is followed by a statement of ithe 
costs related to the 4% per cent series, due 1968, vrith 
totals provided in the final column for the three issues of 
this series. The costs related to the 514 per cent seijies 
A bonds and the Holtwood Power Company series A 6 per 
cent bonds, which were unamortized at the time of refund¬ 
ing, are shown as Item 19, and included as Item 24 in the 
computation of the net proceeds from the March, 1928, is¬ 
sue of the refunding 414 per cent series. 

Finally, Item 50 of the computation shows the net pro¬ 
ceeds from the 314 per cent series, due 1964, and the 
per cent series, due 1970. Item 49 is the unamortized co^ts 
in the amount of $1,375,600, which is carried forward in 
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the computation of the net proceeds from the refunding 
issue. 

Q. What method of computation did you use in arriv¬ 
ing at the effective cost rate of approximately 3.5 per cent? 
A. I computed the cost rate to maturity by using a 
[566] standard bond table. The borrower has at the ma¬ 
turity of the debt liability equal to its principal amount. It 
must provide out of income any deficiency of the capital 
supplied, as measured by the net proceeds, from the lia¬ 
bility at maturity. A bond table is designed so that the 
amortization of any difference between principal amount 
and price, or, as used here, net proceeds, takes place ac¬ 
cording to a mathematical relationship which makes the 
yield, or cost rate, constant throughout the life of the 
bonds. 

Q. Has this computation been consistent with your de¬ 
finition of experienced cost of debt capital as including all 
the costs of redeeming outstanding securities or eliminating 
excess contracts, in order to give the company access to 
lower capital costs or more favorable terms? A. I be¬ 
lieve so. In order to determine the effective cost rate of 
the capital obtained by means of refunding bonds, it is 
necessary to take into account the costs of getting rid of 
the less favorable issues previously outstanding, and also 
that portion of the discounts and other costs of the issue 
of the outstanding bonds which, at the date of issue of the 
refunding bonds, would not have been recovered from in¬ 
come. 

Q. Have all the costs of calling old bonds and all the 
unamortized debt discount and expense related to the re¬ 
funded bonds been included among the costs of debt capi¬ 
tal as at December, 31, 1945? [567] A. No. Since the 

refunding 4*4 per cent bonds, issued in March 1928, pro¬ 
vided funds equivalent to only 94.3 per cent of the cash 
costs of the redemption of the old bonds, other sources of 
cash were utilized, presumably general treasury cash. 
Therefore, I assigned to the cost of the debt capital repre- 
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sented by the 4% per cent series, due in 1968, 94.3 per ^ent 
of the costs of calling the refunded bonds and a like pro¬ 
portion of the unamortized debt discount and expense at 
the time of the sale of the refunding bonds. On this bqsis 
$638,800 of the amortizable burden was transferred to the 
refunding issue and the balance of the cash requirements 
of refunding $345,800, is assumed to have been metl by 
equity funds. 

Q. Have you made a calculation to establish the i ex¬ 
perienced cost of preferred stock capital to Penn Waier? 
A. I have. 

Q. Does Schedule 5 show this calculation? A|. It 
does. It shows the percentage relationship between the an¬ 
nual dividend requirements of the outstanding preferred 
stock and the net proceeds to the company. 

Q. What is the effective cost rate ? A. 5.21 per cent. 

Q. From what source did you obtain the information 
with respect to experienced cost of financing and net Pro¬ 
ceeds? A. It w T as supplied by Penn Water and, I under¬ 
stand, was obtained from the accounting records of the 
company. 

[568] Q. Have you combined the experienced cost rates for 
the debt and preferred stock capital and the equity capital 
cost rate to determine the overall experienced cost of capi¬ 
tal to Penn Water? A. I have. 

Q. Is this computation shown by Schedule 6? Aj It 
is. 

Q. What is the overall experienced cost rate as thus 
determined? A. The computation shows 6.04 per qent 
or about 6 per cent. 

Q. How have you stated the amount of debt capital for 
the purpose of this computation? A. The amount of debt 
capital, as at December 31, 1945, is the net proceeds as at 
that date from issuance of the original principal amount 
of the bonds now outstanding, as shown by Schedule 4, 
less the proportional part related to bonds redeemed by 
operation of the sinking funds. 
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Q. You have stated the amount of preferred stock capi¬ 
tal for this purpose as the net proceeds shown by Sched¬ 
ule 5? A. That is correct. 

Q. How have you stated the amount of equity capital 
for the purpose of this computation of the overall experi¬ 
enced cost rate? [569] A. I have eliminated from the 
book statement of total capital the consolidated net amount 
proposed to be transferred to surplus and to be retained in 
Account 107 as at January 1, 1937 by the companies’ origi¬ 
nal cost reports to the Federal Power Commission, filed in 
accordance with Instruction 2-D of the Uniform System of 
Accounts. 1 

The net proceeds from debt and preferred stock capi¬ 
tal as at December 31, 1945 is then deducted from this ad¬ 
justed total capital to obtain the statement of equity capi¬ 
tal in the amount of $16,349,900. 

Q. How then have you combined the cost rates appli¬ 
cable to debt preferred stock and common stock capital? 
A. I have combined these rates in proportion to the amounts 
of capital supplied by investors of the three classes. 

Q. In your opinion is the experienced cost of capital, 
the rate of about 6 per cent, a measure of the rate of re¬ 
turn which is fair and reasonable for Penn Water? 

A. Not necessarily. I can have an opinion as to 
whether or not it is a reasonable rate of return only as the 
result of considering the return which would be provided 
by its application to a rate base and by considering the 
annual return which would be provided by application of 
the investment cost and competitive cost bases of rate 
regulation. 

Q. Have you made a study of the replacement cost of 
[570] capital rate and of the return which would be avail¬ 
able on the replacement or competitive cost bases? A. 
Yes. I have made a study of the replacement cost of capi¬ 
tal to Penn Water, and, assuming an original cost rate base, 
have used the replacement cost rate in relation to an esti¬ 
mate of the cost of constructing a plant of up-to-date tech- 
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nological design capable of supplying the service whicih is 
being supplied by the existing plant, and other evidence of 
the effect of price level changes, as tests of the reasonable¬ 
ness and adequacy of the return allowance. 

Q. In preparing this estimate of the replacement cost 
rate, have you assumed for the purpose the existence of a 
going concern? A. I have. The hypothetical costs are 
assumed to be those which would be incurred by a g<bing 
enterprise with established credit, which has access to Sup¬ 
plies of equity capital and which, therefore, is able to objtain 
debt capital in the proportions assumed. 

The estimate of replacement cost, made here only for 
the purpose of providing criteria of the range within which 
the reasonable return is to be found, gives no considera¬ 
tion to the cost of achieving the status of a going concern. 

It neglects the advantages available in the competitive 
economic system to the established enterprise as against 
the [571] new competitor, who, having the advantage! of 
freedom from past contractual arrangements for capijtal, 
must assume the developmental and related costs of becom¬ 
ing a going concern. | 

Mr. Sparks : Mr. Examiner, I have a document en¬ 
titled 4 ‘ Pennsylvania Water and Power Company, Re¬ 
placement Cost of Capital, Evidence of the Fair Rate 
of Return in Relation to an Original Cost Rate Basfe”, 
and ask that this document be marked for identifica¬ 
tion as Exhibit 30. 

Trial Examiner : The document may be so marked. 

(The document above referred to was marked Ex¬ 
hibit 30 for Identification.) 

By Mr. Sparks: 

Q. Dr. Foster, you have before you a document which 
has been marked for identification as Exhibit 30, and En¬ 
titled 4 4 Pennsylvania Water and Power Company, Replace¬ 
ment Cost of Capital, Evidence of the Fair Rate of Return 
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in Relation to an Original Cost Rate Base”, and I ask yon 
whether this document was prepared by you or under your 
direction? A. It was. 

• • • 

[574] Q. Dr. Foster, what is the purpose of the first sched¬ 
ule which is called “Schedule 7, Yields on Pennsylvania 
Water and Power Company 3% per cent Bonds and 
Moody’s Index of Yields on ‘AA’ Public Utility Bonds”? 
A. The purpose of Schedule 7 is to provide a basis for 
estimating the rate at which the interest return on the Penn 
Water bonds is capitalized. 

Q. What have been the yields on the Penn Water 
bonds? A. The Penn Water 3% per cent bonds, Series of 
1964 and 1970, are widely distributed in ownership and are 
admitted to unlisted trading on the New York Curb Ex¬ 
change. 

The Series of 1964 was offered at about December 22, 

1939, on a yield basis of 3.02 per cent and on the basis of 
a cost rate to the company of 3.20 per cent. 

The Series of 1970 was offered at about January 24, 

1940, on a yield basis of 3.00 per cent and on the basis of 
a cost rate to the company of 3.14 per cent. The cost of 
financing margins thus were .18 and .14 per cent. 

These bonds were rated “A” by Moody’s, but for a pe¬ 
riod of several years subsequent to their issue the yields of 
these bonds at their market prices fluctuated closer to 
Moody’s index of yields on “AA” bonds. 

The Penn Water Series of 1964 is now callable at 105.5 
per cent of its principal amount and the Series of 1970 is 

[575] now callable at 106.5 per cent of its principal amount. 

The yields on bonds comparable in quality have de¬ 
clined appreciably below the yields at prices equivalent to 
these call prices. 

Although there are few, if any, instances of 3*4 per 
cent bonds of electric utilities having been refinanced, it is, 
nevertheless, reasonable to assume that the possibility of 
redemption is a reason why the yields on the Penn Water 
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bonds have not followed the downward movement of yields 
on other public utility bonds of high quality. j 

It is possible that other factors have had an influence, 
but I have neglected them. 

Q. What do you conclude from this analysis? A. I 
conclude that the average yield on Moody’s “AA” bonds 
during the year 1945, or 2.67 per cent is better evidence of 
the capitalization rate than the yields on the Penn W^ter 
bonds. 

As shown by Schedule 7, the average yields on the 
“AA” bonds for the years 1940, 1941, and 1942 were be¬ 
tween the yields on the Penn Water Series of 1964 and 
Series of 1970. 

The average for 1945 was .07 per cent below the aver¬ 
age for the Series of 1964 and .13 per cent below the average 
for the Series of 1970. 

Q. Have you neglected the yields which have been ex¬ 
perienced in the market during the first three months of 
[576] 1946? A. Yes. After remaining relatively stable 
for a period of about five years, interest rates declined 
sharply during the first months of 1946. Several electric 
and gas utilities have refinanced at these lower rates. 

It is too early, however, to know whether or not the 
lower rates are more than temporary. The prices experi¬ 
enced during so short a period, whether at low or h|gh 
levels, are objectionable for the purpose of utility r^te 
regulation unless they clearly represent a trend which nlay 
be expected to continue during a significant future period. 

Q. What is the purpose of Schedule 8? A. Schedule 
8 provides a list of what I believe to be all bond issues by 
electric and electric combination utilities which were offeited 
publicly during the year ended March 31, 1946. It shows 
the yields at the offering prices of these bonds and shojvs 
the cost rates experienced on the basis of net proceeds to 
the company. 

These and the related data are identified by the titles 
of the numbered columns 1 to 12, inclusive. The purpose 
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of the compilation is to provide information which is sig¬ 
nificant in relation to an estimate of the cost of replacing 
the debt capital of Penn Water. 

Q. What are the sources of these data? A. The 
bond issues were identified by review of the periodic [577] 
reports by Moody’s. Excepting a few instances, which are 
identified by the footnote “g”, the information with respect 
to proceeds and prospectively available income was obtained 
from the offering prospectuses. 

In the several instances for which the prospectus was 
not readily available, these data were obtained from 
Moody’s Public Utility supplements. 

The income statements provided by Moody’s reports 
at about the time of an issue of securities, are obtained 
generally by that organization from the registration state¬ 
ment or from the prospectus. 

Q. What is the purpose of the tax adjustment de¬ 
scribed by the footnote which is related to Column 10? 
A. The significant coverage of interest requirements is that 
provided by prospective income and not the coverage ac¬ 
tually experienced during a past accounting period. The 
income statements prepared at the time of a security offer¬ 
ing for the use of prospective investors recognizes this con¬ 
sideration by pro forma adjustments for the effect of the 
change in coupon rate or in principal amount of bonds. 

In view of the significant effect of repeal of the excess 
profits tax law on the prospective coverage of interest re¬ 
quirements, I have adjusted the reported gross income for 
the approximate effect of assuming that the 1946 income 
tax rates were effective during the twelve-months’ period 
[578] for which income was reported in the prospectus. 

Q. Have you analyzed the data for the purpose of ar¬ 
riving at an estimate of the yield rate upon the basis of 
which Penn Water might obtain an amount of debt capital 
generally equivalent to the amount provided by the existing 
capitalization? A. I have. 

Q. What is your conclusion? A. 2.72 per cent. 


J. Rhoads Foster, Direct 


179 


Q. What are the characteristics of the data shown by 
Schedule 8 which you have considered in reaching this 
conclusion? A. I have considered primarily the yield 
rates shown by Column 8 and the relationship between these 
experienced yield rates and the prospective coverage of the 
interest rquirements. 

The analysis shows that for bonds of different quality, 
some relationship with times requirements earned is evi¬ 
dent, although the protective margins are generally so large 
that the effect of the variation in proportion of gross 
income required for bond interest is not as significant as 
would otherwise be the case. 

Column 11 shows that only one among the thirty-qne 
issues was offered during 1946. 

This is the Madison Gas and Electric Company, 2% 
per [579] cent bond, which sold in February on a yield 
basis of 2.39 per cent. 

In reaching the conclusion that 2.72 per cent is the 
reasonable capitalization rate for the purpose of rate of 
return determination, I have not, for the reasons which I 
have stated, given consideration to this recent issue by 
the Madison Gas and Electric Company. 

I have, instead, given particular recognition to the 
yield rates experienced during August, September, and 
October of 1945. 

Q. Have you given consideration to the provisional 
ratings assigned by Moody’s and shown by Column 12 pf 
Schedule 8? A. The ratings provide a guide which is 
of some significance, particularly in view of the relation¬ 
ships shown by Schedule 7. 

Again omitting the Madison Gas and Electric bonds f<}r 
the reasons previously stated, Schedule 8 lists eleven bonds 
which were rated “A” and eleven which were rated “AA”. 
The average yield to maturity at the market price was 2.$4 
per cent for the “A” bonds and 2.70 per cent for the “AA” 
bonds. 

Therefore, an imputed rate of 2.72 per cent is con¬ 
sistent with the behavior as shown by Schedule 7. 
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Q. Does Schedule 8 also provide information with re¬ 
spect to cost of debt financing experienced during the recent 

[580] period? A. Yes. The difference between yield to 
maturity shown by Column 8 and the cost rate to maturity, 
Column 9, is the cost of financing spread or margin. 

It represents the difference between the selling price 
to the public and the net proceeds to the company after 
absorption of the underwriting commission and the ex¬ 
penses incident to the issue. 

Q. Have you analyzed these data for the purpose of 
arriving at the margin appropriately included in the re¬ 
placement cost of debt capital to recognize costs of 
financing? A. I have. 

Q. What is your conclusion? A. I have added a 
margin of .06 per cent to the capitalization rate of 2.72, 
fixing 2.78 per cent as the replacement cost rate of debt 
capital. 

Q. What are the characteristics of the data shown by 
Schedule 8 which you have considered in reaching this con¬ 
clusion? A. The cost of financing margin, the differ¬ 
ence between the yield and cost rate shown by Columns 8 
and 9, varies generally with the size of the issue, the cover¬ 
age prospectively available for equal and prior require¬ 
ments and with other evidences of the quality of the bond. 

Since the proportion of gross income required for equal 

[581] and senior issues varies only within the limited range 
of from 11.8 to 28.4 per cent, it is not to be expected that 
among these instances the cost of financing would vary sig¬ 
nificantly with coverage of requirements. 

There is, however, a significant relationship with the 
size of the issue. The financing costs are in some part con¬ 
stant, or fixed without regard to the principal amount of 
the bonds being issued. 

The analysis in relation to principal amount of the 
several issues shows that a cost of financing margin of .07 
per cent is typical for issues in the amount of about twenty 
million dollars. 
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In some instances, the rate has been .06 per cent and 
I have used the lower rate, although it is less conservative. 

Q. What is the purpose of Schedule 9 which shows 
data on preferred stock issues of electric and electric com¬ 
bination utilities during the twelve month’s ended with 
March, 1946? A. Its purpose is to provide information 
which may be used in estimating the replacement cost of 
preferred stock capital. 

Q. What are the sources of the data shown by this 
schedule? A. The sources are the same as in the Case 
of Schedule 8. 

Q. With respect to the determination of proportion of 

[582] gross income required for equal and senior issiies, 
did you use the same methods as were used in determining 
the corresponding information shown by Schedule 8? 
A. I did. 

Q. Have you analyzed these data for the purpose of 
arriving at an estimate of the yield rate on the basis of 
which Penn Water might obtain an amount of preferred 
stock capital generally equivalent to that available under 
the existing capitalization? A. I have. 

Q. What is your conclusion? A. 3.60 per cent. 

Q. What are the characteristics of the data shown by 
Schedule 9 which you have considered in reaching this 
conclusion? A. I have considered the capitalization 
rates indicated by the percentages shown by Column 9, Ihe 
relationship between the yield rates experienced and the 
prospective coverage of equal and prior requirements and 
the trends indicated by Schedule 9. 

Although the refinancing of senior issues and the Re¬ 
financing of preferred stock at dividend rates below 4 ]j>er 
cent in the majority of instances has generally improved 
the coverages available, there is an observable relationship 
between yield rates and the proportions of gross income 

[583] required for equal and senior issues. For the reasons 
previously stated, I have not given any particular recog¬ 
nition to the yield rates of 3.25 per cent and 3.35 per cOnt 
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experienced by Iowa Power and Light Company and Cen¬ 
tral New York Power Corporation in February and March 
of 1946. 

Excluding these two issues, the arithmetic average of 
the thirteen remaining yield rates is 3.93 per cent. The 
proportion of gross income required for equal and senior 
issues, however, is typically larger than would be required 
on the basis of the existing Penn Water capitalization. 

Q. In reaching the estimate of 3.60 per cent, have you 
given consideration to yield at current market prices of the 
outstanding preferred stock of Penn Water? A. I have 
given no consideration to the current yield on the outstand¬ 
ing Penn Water preferred stock. The issue is relatively 
small in amount and I have been unable to find sale prices 
or even bid and asked quotations on a basis sufficiently 
continuous and representative that they afford a measure 
of investor appraisals of this security. 

Of course, even if such market prices were available, 
the possibility of the stock being called would make the 
yields at market prices of doubtful validity for the present 
purpose. 

Q. Have you also used the data shown by Schedule 9 
for the purpose of an estimate of the cost of preferred 
stock [584] financing? A. Yes. I have estimated .12 
per cent as a reasonable margin, assuming that the amount 
of preferred stock is limited to the proportion represented 
in the existing capitalization. 

In reaching this estimate, I have considered the cost 
of financing margins experienced in the instances repre¬ 
sented on Schedule 9, expressed as the differences between 
the percentages in Columns 9 and 10 and the typical re¬ 
lationship between these margins and the size of the pre¬ 
ferred stock issue. 

Q. What does Schedule 10 show? A. The first sec¬ 
tion of this schedule shows the replacement cost rates which 
I have estimated for debt, preferred stock and common 
stock capital on the basis of the existing capitalization of 
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Penn Water and the composite rate determined by |com- 
bining the separate rates in proportion to the dollaifs of 
capital supplied under the existing capitalization. | 

Q. What is the source of the cost rate of 9.25 per icent 
for equity capital? A. The source is the study repre¬ 
sented by the chart and the Schedules 1 to 3, inclusive, of 
Exhibit 29. It is transferred here from Schedule 6. | 

[585] Q. What do you mean by ‘‘Proportional Division of 
Income (%)”, the title of Column 5? A. The 25.9 per 
cent is the proportion of gross income absorbed by $ebt 
requirements on the basis of the debt capital in the amount 
of 52 per cent and the related cost rate of 2.78 per dent. 
This is equivalent to a gross income of a little less than 
four times debt requirements. After preferred stock \sind 
prior requirements are met, the proportion of gross in¬ 
come available as equity income is 70.5 per cent. 

Q. On the basis of a capitalization corresponding \^ith 
the existing capitalization of Penn Water, the estimated 
overall replacement cost of capital is 5.6 per cent? A. 
That is correct. I 

Q. What is the purpose of the second part of Schedule 
10? A. Its purpose is to present an estimate of the oyer- 
all total cost rate on the basis of the capital structure w^ich 
is most economical under recent market conditions apd, 
at the same time, available to a regulated enterprise of this 
type as a matter of regulatory and managerial policies. I 
Q. Why have you assumed 25 per cent equity capital? 
A. I assumed 25 per cent as the minimum ratio of equity 
to total capitalization which is generally considered Ac¬ 
ceptable and appropriate in the light of regulatory ahd 
financial [586] standards. ! 

Q. The result of this analysis is an overall replace¬ 
ment cost rate of 4.9 per cent? A. That is correct. 

Q. How have you determined the cost rates which in 
your opinion would be applicable if the hypothetical capi¬ 
talization were in the proportion indicated? A. I haye 
used the capitalization rates of 2.78 per cent, 3.72 per ce^t 
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and 9.25 per cent shown by the first part of Schedule 10 
and have adjusted these rates for the effect of the in¬ 
crease in proportion of debt and preferred stock capital 
and the decrease in proportion of equity capital. 

Q. How have you determined the amounts of these 
adjustments? A. The differences between the cost rates 
used in the first and second parts of Schedule 10 represent 
my judgment as to the adjustments required to reflect the 
change in capital structure. I have given consideration to 
the relationships between capitalization rates and propor¬ 
tional division of income indicated by the data on Sched¬ 
ules 8 and 9 and also to the relationships indicated by 
analyses of other similar data. 

Q. What are the amounts of these adjustments? A. 
For the cost of debt capital the adjustment is an increase 
of 0.5 per cent in the yield rate and no change in the mar¬ 
gin for cost of financing. For the cost of preferred [587] 
stock capital it is an increase of .3 per cent in the yield rate 
and a decrease from .12 to .08 per cent in the cost of financ¬ 
ing spread. For the cost of equity capital the adjustment 
is an increase of 1.0 per cent in the capitalization rate and 
no change in the cost of financing margin. 

Mr. Sparks: Mr. Examiner, I suggest this as be¬ 
ing a good break, if the Examiner should desire to take 
a recess at this time. 

Trial Examiner: Just before we do that, what is 
the significance of the term u replacement cost of capi¬ 
tal” as you have used it in Schedule 10? 

Mr. Sparks: I think the witness explained that, 
and he can explain it better than I can, your Honor. I 
should be glad to have him do so off the record, if that 
would be helpful. 

Trial Examiner: No, it will be on the record. The 
Examiner had a little difficulty in grasping what the 
witness was implying, or what he meant to imply by 
that term. If he would state that. 
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Mr. Sparks : I will be glad to have the witness re¬ 
state it. I 

The Witness: I mean by replacement cost of cajpital 
that cost which is currently available on the basis of a 
hypothetical capitalization and without including any cost 
related to past financing or cost otherwise experience^ by 
[588] the company. j 

Mr. Goldberg: May I ask a question at this pc^int? 

Trial Examiner : Yes. I 

Mr. Goldberg : I notice in your answer, Dr. Foster, 
you related it to a hypothetical situation. I had under¬ 
stood by “replacement cost of money” you had ijised 
the coupon rate of bonds which would be issue4 ^7 
Penn "Water to refund the presently existing bonds. 

The Witness: No, the cost rate is never measured by 
the coupon rate alone. 

Mr. Goldberg: That is true. 

The Witness: Because discount and premium and late 
adjustment on coupons subject to that adjustment, and Sub¬ 
ject to the further adjustment of the underwriting commis¬ 
sions and incidental expenses, I believe you stated the 
definition correctly. 

Mr. Goldberg : I related my question to bonds and 
to the same thing—that is, the same thing would apjply 
to the preferred stock and equity capital as you use if in 
your exhibit? 

The Witness: Yes, as a matter of general experience, 

yes. 

• • • 

[594] By Mr. Sparks: 

Q. What is the purpose of Schedule 11? A. Its pur¬ 
pose is to make available estimates of the “Competitive Re¬ 
turn” as tests of the reasonableness and adequacy of ^he 
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return which would be provided by application of the ex¬ 
perienced cost of capital rate to the original cost rate base. 

An application of the experienced cost of capital rate 
to a given rate base, representing either original cost or 

[595] replacement cost, gives an arithmetic result which 
should be tested by reference to alternative results deter¬ 
mined by rational methods which are consistent with eco¬ 
nomic behavior. The rational criteria are the costs estab¬ 
lished by alternative opportunities available to investors at 
the time the investments were made or the cost established 
by the alternative opportunities existing at the time the 
charges for service are being fixed. 

[596] Trial Examiner: You state that the purpose of the 
exhibit is to make available estimates of the “Compet¬ 
itive Return” as tests of the reasonableness and ade¬ 
quacy of the return which would be provided by appli¬ 
cation of the experienced cost of capital rate to the 
original cost rate base. 

Where on Schedule 11 do you show your estimate 
of the competitive return? 

• • • 

[597] The Witness: Several estimates or evidences of the 
competitive return are shown by Schedule 11 in the several 
paragraphs numbered Roman II, III, and IV. It is obvi¬ 
ous, I think, that the rate of return corresponding to the 
current competitive return on the cost of constructing the 
substitute plant capable of providing the same service has 
a greater economic significance and meaning, and that esti¬ 
mate is treated in the paragraph Roman II-B. 

Trial Examiner: You are referring to the return, 
not as a percentage? I did not understand part of your 
answer. 

The Witness: No, I am not now referring to the return 
as an annual return expressed as an amount of money. I 
now refer to the return in the latter sense. 
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Tkial Examinee : What element of that is competi¬ 
tive? 

I 

The Witness: Both elements—meaning by “elements” 
the amount of investment required to provide the service 
to the yield basis upon which that investment woijild be 
supplied by investors. 

Trial Examiner: The competitive feature is Shown 
in the per cent, is it not? 

The Witness: No. The procedure is one which esti¬ 
mates return by reference to the percentage rate being ex¬ 
perienced competitively and currently in the marked, and 
by [598] reference to the amounts required to be invested 
in order to supply the service. In other words, annual cost 
of capital is dependent not only upon the cost rate, but 
upon the amount of investment required. The effortj here 
is to express the annual cost of capital on a competitive 
basis which is equivalent, of course, to the alternative op¬ 
portunities currently available to the investor. 

Trial Examiner: But the competitive part o|f the 
amount is obtained by applying that percentage figure 
to the assumed rate base? Is that correct? 

The Witness: The amount estimated and reflected in 
competitive cost is obtained by applying the rate repre¬ 
senting the competitive cost of capital currently to a base 
or amount -which also represents the competitive or cur¬ 
rent costs. 

Trial Examiner : Cost arrived in that manneit, be¬ 
cause of the introduction of the percentage figure? i 

The Witness: I do not quite follow you? 

Trial Examiner: Is that because of the introduc¬ 
tion of the percentage figure? 

The Witness: No; because of the fact that we resort 
to the competitive basis in order to provide a criterioh or 
test requires that not only the rate be fixed on a current 
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or competitive basis, but that the principal amount be con¬ 
stant or fixed. 

[599] Trial Examiner: That is, consistent with the per¬ 
centage ? 

The Witness: Consistent with the basis upon which the 
percentage is fixed, or consistent with the theory. If your 
Honor please, I might attempt to illustrate further by mak¬ 
ing the assumption that the annual rate which represents 
the replacement cost of capital, in view of the investors 9 ex¬ 
pectations in the current market is applied not to the cost 
of replacing the plant but to the original cost, or the 
amounts actually expended in past years in constructing the 
plant. That would do violence to the replacement cost con¬ 
cept because it w r ould represent application of the competi¬ 
tive rates and dollars of investment varying from the dol¬ 
lars of investment required to provide a substitute plant 
both because of the general change in price levels and tech¬ 
nological improvements which have taken place. 

Trial Examiner: Very well. 

With respect to Schedule 11, and the portions that 
are now subject to the objection made by Staff counsel, 
counsel for the company has introduced some element 
other than the actual legitimate cost of the property in 
determining the test of reasonableness on the regular 
return shown on Schedule 11? 

Mr. Sparks: Just as the witness has testified. 

Trial Examiner: Yes. The Examiner is going to 
sustain the objection of Staff counsel. 

Mr. Sparks: We take exception to that ruling, of 
[600] course, if your Honor please, and I now proffer 
all of Schedule 11 by the following questions and an¬ 
swers— 

• • • 

[602] Mr. Sparks: I might say that the first two ques¬ 
tions have to do with first: 
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Question: Where did you obtain the amount of 
$36,704,706 purporting to represent the consolidated 
original plant as at December 31, 1945? 

To which the reply is: 

Answer: That figure was supplied to me b{p the 
company; and the next question is : 

Question: Where did you obtain the working capi¬ 
tal estimate of $977,160 appearing in the same para¬ 
graph of Schedule 11? 

To which the answer is: 

Answer: It was supplied to me by the company. 

Question: Where did you obtain the estimated cost 
of constructing, as of December 31, 1945, a substitute 
new plant capable of providing the same service, shown 
by paragraph II (a) of Schedule 11? 

Answer: It also was supplied to me by the com¬ 
pany. 

Question: Where did you obtain the trended cost 
of construction on physical properties, as of December 
31, [603] 1945, appearing in paragraph III (a|) of 
Schedule 11? 

Answer: This figure was also supplied to mb by 
the company. 

Question: Where did you obtain the statement of 
nominal dollar investment adjusted for changes in pur¬ 
chasing power of the dollar to 1945 appearing a^ the 
first item in paragraph IV (a) of Schedule 11? 

Answer: It was supplied to me by Professor If. B. 
Dorau. I understand that the adjustment has ^een 
based upon the Bureau of Labor Statistics Indet of 
Changes in Wholesale Commodity Prices. 

Question: What application have you made ofl the 
estimate of $55,394,792 for the purpose of providing a 
criterion of the reasonableness and adequacy of th^ ex¬ 
perienced cost rate of 6.0 per cent assuming that this 
cost rate is applied as a rate of return to an original 
cost rate base? 
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Answer: Paragraph II (a) of Schedule 11 shows 
that if the overall replacement cost rate of 4.9 per 
cent were applied to the estimated cost of a substitute 
plant, plus the working capital estimate, an annual 
return of $2,762,000 would be provided. The para¬ 
graph II (a) shows also that a rate of return allowance 
of 7.3 per cent would be required to provide an equiva¬ 
lent annual return if the rate base were fixed at 
$37,680,000. 

The $2,762,000 is an estimate of the return which 
would [604] be available if full competition is assumed. 
It represents the cost of capital established by consid¬ 
eration of the alternative opportunities available to 
investors during the recent past. 

Question: What consideration have you given in 
this connection to depreciation as a negative com¬ 
ponent of the return or rate base? 

Answer: None. I understand that the $36,704,706 
is total original cost, undepreciated. 

I do not know whether there is any objection to 
those questions or not. 

Mr. Goldberg : There is no objection to those ques¬ 
tions. 

Mr. Sparks: I did not think there would be, Mr. 
Goldberg. 

Trial Examiner: Proceed. 

Mr. Sparks: May that statement be made by the 
witness? 

Trial Examiner: Yes. 

By Mr. Sparks: 

Q. Where did you obtain the amount of $36,704,706 
purporting to represent the consolidated original cost of 
plant as at December 31, 1945? A. The figure was sup¬ 
plied to me by the company. 
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Q. Where did you obtain the working capital estimated 
at $977,160 appearing in the same paragraph of Schedule 
11 f A. It was supplied to me by the company. 

• • • 

[607] Mb. Spabks: This question has to do with what 
consideration Dr. Foster has given to depreciation in 
connection with his use of Schedule 11. 


• # • I shall continue. To complete the answelr to 
the last question. 

A rate of return, otherwise reasonable, applied to 
this sum as a rate base provides a return which is Sub¬ 
ject to whatever is the appropriate deduction, or credit 
to consumers, for employment by the company of the 
assets reflected in the depreciation reserve balance. 

Similarly since the purpose is to test the reason¬ 
ableness and adequacy of the return which would! be 
provided by such an application, I have given no con¬ 
sideration to depreciation as a negative componentj in 
the application of other methods. The results of these 
other applications are similarly subject [608] to the 
appropriate deduction, or credit to consumers, on ac¬ 
count of the employment by the company of the assets 
reflected in the depreciation reserve balance. 

Question: What is the significance of the compujta- 
tion shown by paragraph II (b) f 

Answer: Alternative cost, competitively and cur¬ 
rently available, involves replacement of existing cap¬ 
italization with a hypothetical, available capitalization 
as well as replacement of existing plant with facilities 
of modern design capable of providing the saihe 
service. 

However, for what significance it may have las 
secondary evidence, I have recognized here the re¬ 
placement cost of capital rate which corresponds jto 
the existing capital structure of the company. Since 
the use of this rate is a compromise with the coin- 
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petitive cost concept, I have made in this connection a 
second and off-setting compromise. 

I have added to the original cost figure 42.6 per 
cent instead of 100 per cent of the difference between 
original cost and the estimated cost of constructing a 
substitute plant. The 42.6 per cent is, of course, the 
ratio of equity capital to total capital represented by 
the existing capitalization. 

The common stockholders, under the competitive 
cost theory, are not entitled to protection against risk 
of loss from changing circumstances which affect either 
the [609] alternatively available capitalization, the in¬ 
vestment required to supply service, or the demands 
for service. 

Since the common stockholders assume these risks 
subject to the contracts with bondholders and preferred 
stockholders, the statement of competitive costs should 
consistently recognize the cost established by com¬ 
petitive alternatives. 

For this reason, the cost rate of 5.6 per cent ap¬ 
plied to the estimated replacement cost of plant may 
give an unreasonable result. Therefore, I have ad¬ 
justed the estimated replacement cost of plant by in¬ 
cluding only the proportion of the difference between 
original cost and replacement cost which corresponds 
to the proportion of equity in the existing capitaliza¬ 
tion. 

Question: What application have you made of the 
trended cost of construction of physical properties for 
the purpose of making available a criterion of the 
reasonableness and adequacy of the return which would 
be provided by applying 6.0 per cent to an original 
cost rate base? 

Answer: Paragraph III (a) of Schedule 11 shows 
that I have applied the replacement cost of capital rate 
of 4.9 per cent to the trended cost of construction of 
physical properties as at December 31, 1945, plus esti¬ 
mated working capital. 
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The amount of annual return which would be pro¬ 
vided on this basis is $3,106,000, and this annual return 
would [610] correspond to a rate of return of 8.2 per 
cent on a rate base of about $37,680,000. 

The result of this application is a test of the rea¬ 
sonableness and adequacy of the return provide^ by 
applying a rate of return to the original cost rate base. 

Question: Have you in this connection given con¬ 
sideration to depreciation as a negative component of 
the return or rate base? 

Answer: I have not, for the same reason which ^was 
stated in discussing the analysis presented by para¬ 
graph II (a). 

Question: Does the computation shown by para¬ 
graph HI (b) correspond to that shown by paragraph 
II (b)f 

Answer: It does. It is made in a similar mapner 
and for a similar reason. 

Question: What application have you made of the 
nominal dollar investment adjusted for changes in pur¬ 
chasing power of the dollar to 1945, for the purpose of 
making available a test of the reasonableness and ade¬ 
quacy of the return which would be provided by apply¬ 
ing 6 per cent to an original cost rate base? 

Answer: Paragraph IV (a) shows that I have ap¬ 
plied the replacement cost estimate of 4.9 per ceni to 
the dollars of investment adjusted for changes in pur¬ 
chasing power of the dollar to 1945 and plus the wcjrk- 
ing capital estimate for the purpose of determining 
the annual return which would be [611] available on 
this basis. The result is an annual return of about 
$2,500,000 which is equivalent to a rate of return of 6.6 
per cent on the original cost rate base. 

Question: Does the computation shown by para¬ 
graph IV (b) correspond to those shown by paragraphs 
II (b) and HI (b)? 

Answer: It does. It has been made in a similar 
manner and for a similar reason. 



194 


J. Rhoads Foster, Direct 


Question: In view of the tests which are thus avail¬ 
able, in your opinion, are the replacement cost rates 
of 4.9 or 5.6 per cent measures of the rate of return 
reasonably applicable to a rate base representing orig¬ 
inal cost of property? 

Answer: No. The replacement cost rate repre¬ 
sents the cost of obtaining currently dollars of capital 
which have a purchasing power much less per dollar 
than the purchasing power which existed when the 
original cost in dollars were invested. 

Application of the replacement cost of capital rate 
to the original cost rate base, where the price level 
has risen significantly and the cost of capital rate has 
at the same time declined, does not conform to any con¬ 
sistent basis of return determination. It would provide 
a return less than would be provided by either the basis 
upon which the investment was originally committed 
to the enterprise or the return available now to in¬ 
vestors from other investments [612] in enterprises of 
corresponding risks and uncertainties. 

It would expose investors in regulated enterprises 
to the hazard of whichever is the lesser, not only with 
respect to the different kinds of evidence of the rate 
base, but also to the greater hazard of whichever is 
lesser with respect to rate base and rate of return in 
combination with each other. 

Question: You distinguished two bases upon which 
the rate making process may seek to induce the invest¬ 
ment of capital in regulated enterprise. One was de¬ 
fined as the competitive replacement basis. The other 
was the investment cost basis. 

You said that application of methods of return 
determination which correspond to these two regu¬ 
latory concepts provide test of the reasonableness of 
the return otherwise arrived at. You have now ap¬ 
plied a method consistent with the competitive replace¬ 
ment basis of regulation. 
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Have you given consideration to original cost of 
capital or historical cost of capital as criteria of the 
reasonable and adequate return. 

Answer: Yes. I have given careful consideration 
to these criteria but have not attempted to give them 
quantitative expression. It has been unnecessary to 
do so in view of the results of the test by reference to 
competitive cost. 

Penn Water was established and developed during 
the [613] period from 1905 to 1912 and later. Com¬ 
pared with the present, that was a period of relative 
scarcity of capital, relatively higher interest rates, ftnd 
relatively higher costs of equity capital. The capital 
costs initially incurred included those necessary to at¬ 
tract capital to a competitively new type of enterprise. 

The undertaking was exposed to the hazards of a 
business engaged in the utilization of a water pojver 
resource and to the hazards of construction in a river 
whose behavior characteristics were in part unknown 
and in part unpredictable. 

The cost of capital included the cost of waiting 
for the prospective return during a significant period 
required to achieve full utilization of the capacity. 

In view of the effect of these factors upon the cost 
rates at which the initial portion of the invested cap¬ 
ital was obtained, it has appeared unnecessary to at¬ 
tempt a precise statement of those rates. 

[614] Mr. Sparks: If your Honor please, I believe jthe 
next question is admissible, and a proper question*! I 
would like to put that to the witness. 

Trial Examiner : Please do so. 

By Mr. Sparks : 

Q. What is your conclusion as to the return which is 
reasonable and adequate for Pennsylvania Water & Po\^er 
Company? 


196 


J. Rhoads Foster, Direct 


The Witness: Does my undertaking to answer that 
question imply that I could have done so without reference 
to the facts that have been excluded? If that is so, I cannot 
answer it. 

Trial Examiner: You may answer the question 
simply as put, on any basis that you now have, and 
the effect of that basis will come out on further exam¬ 
ination. 

The Witness: Very well, sir. 

A. It is my opinion that the test by reference to com¬ 
petitive costs provides the most significant evidence of the 
fair return. For this reason, I conclude that the fair re¬ 
turn is not less than $2,450,000. Expressed in relation to 
an original cost rate base of $37,680,000 the conclusion is 
that the fair rate of return is not less than 6.5 per cent. 

Q. If the conclusion were expressed in relation to an 
original cost rate base of about $33,500,000, what would be 
the fair return and what would be the effect on the rate of 
return of not less than 6.5 per cent? [615] A. There 
would be no significant effect on my conclusion as to a fair 
return of not less than $2,450,000, but the 6.5 per cent would 
be increased approximately in proportion to the decrease 
in the original cost rate base. The effect of such an assump¬ 
tion as to original cost would be limited to the results of 
the tests provided by Paragraph II (b) and Paragraphs 
III and IV of Schedule 11. 

Mr. Goldberg: Now, Mr. Examiner, the witness is 
answering now with respect to portions of the schedule 
which have been excluded. 

Mr. Sparks: May he finish the answer, if your 
Honor please? 

Trial Examiner: Yes. 

The Witness: I used the results of the tests provided 
by Paragraph IV as a matter of convenience only to state 
the extreme lower limit of the range of reasonableness. 
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Trial Examiner: With respect to the answer that 
you gave immediately after the proffer of evident, do 
you wish to add any qualification, or have you just 
added that qualification? j 

Mr. Sparks: Would you like to have the question 
reread to you, Doctor? 

The Witness: I would like to inquire as to whatj the 
Examiner means by *‘qualification’’? 

Trial Examiner : In response to your inquiry the 

[616] Examiner stated that you could answer the ques¬ 
tion put to you by counsel, and anything that jwas 
necessary to clarify that answer, or to qualify ify as 
the case may be, could be elicited at another time. The 
Examiner does not want the witness to understand 
that he is not permitted to qualify his answer noW if 
he wishes to do so. 

The Witness: I have no reason to qualify the answer 
if it is considered that the answer I made is in the light of 
the general study which I undertook and carried to a Con¬ 
clusion. 

• • • 

[617] Q. I understand that this conclusion as to the flair 
return is before whatever may be the appropriate creditj to 
consumers for the earning capacity of depreciation fufids 
in view of the risks present in their utilization by the com¬ 
pany? 

• • • 

[618] A. That is correct. 

• • • 

[630] Trial Examiner : • • • In connection with the Ex¬ 
isting offer of proof the Examiner denies the offer be¬ 
ginning with line 19 of page 602 of the record tr4n- 
script, and ending with line 6, page 612 thereof. | 

With respect to that part of the offer which lies 
beyond that point in the transcript the Examiner w^ll 
strike the remaining portion of the offer of proof and 
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direct counsel to put the witness on the stand and ad¬ 
dress questions to him for specific ruling, on a ques¬ 
tion and answer basis. 

Now then with respect to the statement of Trial 
Examiner made at page 604, line 16, to simplify the 
record the Examiner changes from 4 ‘yes” to “no” with 
this understanding that there [631] is no objection to a 
witness stating what is consolidated original cost, what 
is working capital, or what is total original cost, now 
the effect of the ruling now being made is to make it 
consistent with the first ruling in connection with the 
offer of proof, page 602 to page 612. 

Mr. Goldberg : Mr. Examiner, with respect to tran¬ 
script 604, it appears from the record that I stated 
there was no objection to the questions that had begun 
on page 602 down to my statement on 604. I did make 
the statement at the time, but I made it because I had 
missed the objectionable portions of the questions and 
answers that had preceded my statement. I now want 
the record to show that I object to those questions and 
answers that relate to the objectionable portions of 
Schedule 11. 

• • • 

[634] Mr. Sparks: Do I understand that all of the ques¬ 
tions and answers which appear in the transcript be¬ 
ginning on [635] page 602, line 19 and ending on Page 
612, line 6, have been excluded as evidence? 

Trial Examiner: Insofar as all of the offer is di¬ 
rected to the purpose of qualifying the parts of Sched¬ 
ule 11 which will be excluded. 

Mr. Sparks : If Your Honor please, that seems to me 
to leave us in the air where we have no definite ruling 
on which portions actually are excluded. 

Trial Examiner : The Examiner has been definite 
and will be and states that the testimony offered at 
that place in the record just designated by counsel is 
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excluded and states as his reason for excluding it j that 
it is directed to the qualification of the objectionable 
portions of Schedule 11. 

Mr. Sparks: Very well, sir. 

Mr. Goldberg : And I think the Examiner has ipade 
it clear that if any portion of the exhibit would not be 
objectionable, since it is offered in bulk, the Exaniiner 
has no recourse but to exclude all of it. 

[636] Trial Examiner: With that idea in mind, I stated 
that the evidence on consolidated original plant, work¬ 
ing capital and total original cost as it appears in the 
witness’ testimony if separated therefrom and put in 
as separate testimony, would be received. 


[638] Direct Examination (Resumed). 

By Mr. Sparks : 

• • • 

[639] Q. Doctor, you distinguished in your testimony, two 
bases upon which the rate making process may seek t<} in¬ 
duce the investment of capital in regulated enterprise, pne 
was defined as the competitive replacement basis. The other 
was the investment cost basis. You said that application of 
methods of return determination which correspond to those 
two regulatory concepts provide tests of the reasonable¬ 
ness of the return otherwise arrived at. You have how 
applied a method consistent with the competitive replace¬ 
ment basis of regulation. Have you given consideration to 
original cost of capital or historical cost of capital as cri¬ 
teria of the reasonable and adequate return? 

Mr. Goldberg: Before the witness answers that 
question, I would like to have counsel for the Respond¬ 
ent state what he means by “you have now applidd a 
method consistent with the competitive replacement 
basis of regulation”. Does he by that statement refer 
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to any portions of Schedule 11 to which counsel for the 
Staff has objected? 

Mr. Sparks : I will be glad to ask the witness that 
question. 

Mr. Goldberg: It is not the witness’ statement; it 
is yonr statement. 

Mr. Sparks: I am asking the witness if that is 
correct. 

[640] Trial Examiner: Just a minute. He may ask the 
witness that question. 

By Mr. Sparks: 

Q. Is it correct, Doctor, that you have applied a method 
consistent with the competitive replacement basis of regu¬ 
lation ? 

Mr. Goldberg : That is not my inquiry. My inquiry 
is, did you by that statement—and the witness is going 
to answer for you, Mr. Sparks—refer and intend to 
refer to those portions of Schedule 11 of Exhibit 30 to 
which Staff counsel has objected? 

The Witness: The answer is that the results of the 
competitive method here referred to are expressed in Sched¬ 
ule 11. 

Mr. Goldberg: Where in Schedule 11? 

The Witness: Throughout Schedule 11. 

Mr. Goldberg: Is it expressed in Roman numeral 
No. I? 

The Witness: Roman numeral No. I is an amount 
shown on Schedule 11 for the purpose of making possible 
the tests by reference to the competitive cost method. 

[641] Mr. Goldberg: So that if I understood your state¬ 
ment, it is not showm in I? That is merely basic data? 

The Witness: It is an essential part of the method em¬ 
ployed in Schedule 11. 
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Mr. Goldberg: But the methods you employed in 
Schedule 11 are not reflected in I, isn’t that so? 

The Witness: That is so. 

Mr. Goldberg : And the methods you employed are 
reflected however, in Roman II-A through IY-B of 
Schedule 11, is that right? 

The Witness: No more than reflected in I as isolated 
separate amounts. 

Mr. Goldberg: Do you show any rate of return 
in I? 

The Witness: No rate of return is recorded under that 
part of that paragraph, no. 

Mr. Goldberg : And it is the rate of return and dol¬ 
lars of return that reflect the results of your application 
of the method in Schedule 11, isn’t that so? 

The Witness: In the following paragraphs of Sched¬ 
ule 11, amounts of return are recorded which reflect the 
testing. In each of those paragraphs, rates of return are 
stated which represent the amount of return in relation to 
the figures shown in I. 

Mr. Goldberg: So then, Mr. Examiner, it is how 
obvious that by the statement Mr. Sparks made ip in¬ 
troducing the question, “You have now applied a 
method consistent with [642] the competitive replace¬ 
ment basis of regulation,” he had reference to thq re¬ 
sults of Roman II-A through IV-B of Schedule 11 jand 
therefore, I object to the question. 

Trial Examiner: When you say that you have ap¬ 
plied a method, Mr. Witness, is that method reflected 
in Schedule 10? 

The Witness: Schedule 10 represents a study whicta is 
an essential part of the method to which I have referred. 
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Trial, Examiner : Does this testimony that counsel 
now proposes to have the witness give relate to Sched¬ 
ule 10? 

Mr. Sparks: It relates generally to all of Dr. Fos¬ 
ter’s bases, if Your Honor please. The real question 
is, “Have you given consideration to original cost of 
capital or historical cost of capital as criteria of reason¬ 
able and adequate return?” 

Mr. Goldberg: Then why don’t you merely ask 
that question -without introductions? 

Mr. Sparks : I will let my question stand as I have 
put it. 

Mr. Goldberg : If you leave it in the way that you 
have stated it, then I object to it. 

Trial Examiner: Will counsel address the bench 
and not one another? 

Mr. Goldberg : I intended to address the bench, Mr. 
Examiner, and state that the question as stated with 
that introduction clearly relates to the objectionable 
portions of Schedule 11, and therefore I object to it. 
There is a [643] purpose for that introduction. 

Trial Examiner: Just a minute. W'here have you 
given consideration to original cost of capital or his¬ 
torical cost of capital as criteria of a reasonable and 
adequate return? 

The Witness: Do you mean by the question “where”, 
in which schedule or exhibit? 

Trial Examiner: Yes. 

The Witness: The answer is at no point in a schedule 
or exhibit. 

Trial Examiner: In connection with your testi¬ 
mony, where have you ? 

The Witness: I have done so in consideration of the 
general principles that there was rate-of-return determina- 
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tion, in consideration of the bases of return determination, 
and in reaching the final conclusion as to the return re¬ 
quired for this company, I gave consideration to the origi¬ 
nal and historical cost of capital to this company. 

Trial Examiner: I will sustain the objection to 
counsel’s question, and he may put to the witnes^ the 
question, “Have you given consideration to original 
cost of capital or historical cost of capital as criteria 
of the reasonable and adequate return?” 

Mr. Sparks: Do I understand, if Your Honor 
please, that Your Honor has ruled that my question is 
not admissible? 

Trial Examiner : That is correct. 

[644] Mr. Sparks: Now I offer the answer which the wit¬ 
ness would have given if he had been permitted 1 6 an¬ 
swer, if your Honor please. I offer this as one of the 
factors which the witness has taken into consideration 
in arriving at his conclusion as to the fair rate of re¬ 
turn, and the fair return to the Respondent, if he j had 
been permitted to answer, he would have stated as fol¬ 
lows: 

“Answer: Yes. I have given careful consid¬ 
eration to these criteria but have not attempted to 
give them quantitative expression. It has been 
unnecessary to do in view of the results of the j test 
by reference to competitive cost. 

“Penn Water was established and developed 
during the period from 1905 to 1912 and later. 
Compared with the present, that was a period of 
relative scarcity of capital, relatively higheij in¬ 
terest rates, and relatively higher costs of eqfuity 
capital. The capital costs initially incurred in¬ 
cluded those necessary to attract capital to a com¬ 
petitively new type of enterprise. The under¬ 
taking was exposed to the hazards of a business 
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engaged in the utilization of a water power re¬ 
source and to the hazards of construction in a river 
whose behavior characteristics were in part un¬ 
known and in part unpredictable. The cost of 
capital included the cost of waiting for the prospec¬ 
tive return during a significant [645] period re¬ 
quired to achieve full utilization of the capacity. 
In view of the effect of these factors upon the cost 
rates at which the initial portion of the invested 
capital was obtained, it has appeared unnecessary 
to attempt a precise statement of those rates.’’ 

• • • 

[649] Q. What is your conclusion as to the return which is 
reasonable and adequate for Pennsylvania Water & Power 
Company? A. It is my opinion that the test by refer¬ 
ence to competitive costs provides the most significant evi¬ 
dence of the fair return. For this reason, I conclude that 
the fair return is not less than $2,450,000. Expressed in 
relation to an original cost rate base of $37,680,000 the con¬ 
clusion is that the fair rate of return is not less than 6.5 
per cent. 

[650] Q. If the conclusion were expressed in relation to 

an original cost rate base of about $33,500,000, what would 
be the fair return and what would be the effect of the rate 
of return of not less than 6.5 per cent? A. There would 
be no significant effect on my conclusion as to a fair return 
of not less than $2,450,000, but the 6.5 per cent would be 
increased approximately in proportion to the decrease in 
the original cost rate base. The effect of such an assump¬ 
tion as to original cost would be limited to the results of 
the tests provided by Paragraph II (b) and Paragraphs III 
and IV of Schedule 11. I- 

• • • 

Q. Please continue your answer. A. I used the re¬ 
sults of the tests provided by Paragraph IV as a matter 
of convenience, only to state the extreme lower limit of the 
range of reasonableness. 
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Mb. Goldberg: I now move to strike out th^t por¬ 
tion of the last answer beginning with the wordte, “ the 
effect of such an assumption as to original cost would 
be limited to the results of the tests provided by— 

Trial Examiner : The motion to strike is sustained. 

Mr. Sparks : To which I except. 

[651] By Mr. Sparks: 

Q. I understand that this conclusion as to the f&ir re¬ 
turn is before whatever may be the appropriate credit to 
consumers for the earning capacity of depreciation funds 
in view of the risks present in their utilization by thfe com¬ 
pany? A. That is correct. 

• • • i 

Cross-Examination. 

By Mr. Goldberg: I 

• it 

[656] Q. Did I understand your testimony to be with re¬ 
spect to the subject of rate of return. Dr. Foster, tpat if 
the investment base is employed in fixing the fair ijeturn 
or fair rate of return, then, the experienced cost of nioney, 
rather than the current cost of money should be employed 
in determining the fair rate of return? 

• • • 

A. I did say that in my opinion the experienced or 
past cost of capital rate is consistently and constantly ap¬ 
plied in relation to the investment cost rate base. It is 

[657] consistently applied because it is consistent witjh the 
logical basis of regulation. I said also that in my opinion 
a competitive cost rate is consistently applied in relation to 
a rate basis reflecting the cost of constructing a substitute 
plant capable of supplying the same service. 

I did say, however, that either method followed rigidly 
as a matter of formulae might, under conceivable circum¬ 
stances, give unreasonable results. 

Q. Well, then, if I understand it, to put it in my telrms; 
if they are acceptable to you; you stated that if the inyest- 




206 


J. Rhoads Foster, Cross 


ment rate base is used in order to be consistent in deter¬ 
mining the fair return or fair rate of return, the ex¬ 
perienced or past rate cost of capital should be employed in 
relation to your rate base; is that right ? A. I said that 
employment is consistent. I avoided making necessarily a 
virtue of that consistency. 

Q. You are saying that that is what should be done? 
A. No. 

Q. That is, that the rate consistently should apply to 
the investment rate base, experienced or past cost of cap¬ 
ital; is that right? A. If I understand your question, 
if you are talking now about the end result the answer is 
“no.” 

Q. I am talking about establishing a fair return or 
fair rate of return, which I understand to be the subject of 

[658] your testimony. That was the subject of your testi¬ 
mony, was it not? A. It was. 

Q. And relating it to the subject of your testimony, 
I thought I understood you to state that it would be incon¬ 
sistent—state, in effect that it would be inconsistent in 
fixing the fair return or fair rate of return to employ the 
investment rate base and relate it to current cost of money. 
Was I correct in my understanding? A. As a matter 
of method of regulation, consistency, I believe, requires the 
relation of one kind of past cost to the other, as you just 
stated. 

It does not follow, however, that the result of that 
method is either reasonable or adequate or consistent with 
other tests of the appropriate, reasonable rate of return. 

Q. In other words, you are saying that relating like 
things—assuming that they are like—does not necessarily 
mean that the resulting return will be a fair return. Is 
that right? A. Yes, recalling my expression of a mo¬ 
ment ago, there is not necessarily merit in consistency. 

• • • 

[659] Q. I am interested in finding out under what cir¬ 
cumstances and in what instances you would be of the 
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opinion that the consistent application would not result in 
a fair return. 

Am I to understand from your testimony that the ap¬ 
plication of past cost of money to the investment rate base 
would be inappropriate where there has been, sin^e the 
investment of the dollars in that investment rate base, an 
increase in the price levels? A. I am or might refer 
to that circumstance, to answer your question, by njaking 
reference now to an extreme [660] situation. Assume, for 
instance, that at the time of the investment of $10,0(^0,000, 
then the cost of capital rate is 7 per cent. Assume that 
during the subsequent 20 years there has been inflation of 
serious magnitude and proportions so that at the time of 
the rate proceeding 20 years hence the cost of constructing 
the plant capable of supplying the same service is 
$50,000,000, and not $10,000,000; and that there has been 
no significant change in the rate reflecting the cost per 
dollar of capital investment. 

In that hypothetical situation I would concludd that 
the consistent application of the rate of 7 per cent 1[o the 
original dollars of investment -would provide an apnual 
return neither adequate nor reasonable. 

Q. You say there would have to be a significant change 
in price level; is that right? A. The question of whether 
or not the given change is significant depends upon other 
considerations and circumstances which may be present. 

Q. What are the other considerations and circum¬ 
stances? A. There are many such. For instanc^, the 
closeness with which the capitalization reflects original in¬ 
vestment is one. 

Q. Any others? A. They do not occur to me qt the 
moment. There are others. 

Q. That is the only one that occurs to you. I want 
[661] you to take your time and think about it. 

(After a short pause.) 

A. That is the only one that occurs to me at the 
moment. 
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Q. What in your opinion is a significant change in 
price levels that should be given consideration? A. You 
desire now that I express that in quantitative terms? 

Q. However you feel that you ought to express it. 
A. I would have to ask you what you mean by ‘ 1 price 
level” in that case. 

Q. How do you use the phrase? A. I use the phrase 
as a general one, referring to any and all kinds of prices. 

Q. In other words, you do not relate it solely to prices 
which are involved in constructing a utility plant; is that 
right? A. As a general term it is not so related. 

Q. In your testimony do you relate it solely to the 
construction of a utility plant? A. No. In my testimony 
I have referred to the changes in cost of constructing a 
utility plant, also to changes in the general level of whole¬ 
sale commodity prices. 

[662] Q. Well, let us first think in terms of relating it to 
utility plant, which is our immediate concern in this case. 
What would be a significant change in price levels, in your 
opinion? A. I would not undertake, Mr. Goldberg, to 
answer that question in the abstract and unrelated to a 
specific problem or set of circumstances. 

Q. Well, you have unquestionably, I assume, consid¬ 
ered that in relation to this case, haven’t you? A. I 
have. 

Q. And you must have, in that connection, come to at 
least a general conclusion as to what you would consider 
a significant change in price levels, as related to the con¬ 
struction of utility plants, isn’t that so? A. I did come 
to the conclusion that the changes which have taken place 
in the cost of constructing utility plant since the date when 
the property of this company was in fact constructed have 
been significant. I also was of the opinion that the changes 
which have taken place in the general level of wholesale 
commodity prices since the dates of the construction of the 
facilities of this company have, in fact, been significant. 

Q. So that if I understand your last answer, you did 
not come to any general conclusion as to significant changes, 
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but merely a specific conclusion in this case, is that right? 
[663] A. That is all that I either could have done or had 
any occasion to do. 

Q. On your Exhibit 30, Schedule 10, the Schedule is 
entitled, “Over-all Replacement Cost of Capital as at De¬ 
cember 31, 1945.” Did you mean to state by presenting 
that schedule that 9.25 per cent as shown in Roman No. I, 
the section for equity capital, is the replacement cost of 
equity capital? A. I mean to say that for the purpbses 
for which used here, I concluded that 9.25 per cent is the 
rate which represents the replacement cost of equity 
capital. 

Q. Well, did you mean that the company would retire 
its outstanding equity capital and issue new equity capital? 
Is that what you had in mind? A. I intended, Mr. Gold¬ 
berg, to make it clear that any estimate of the replacement 
cost of capital, whether that capital is represented by d^bt, 
preferred stock or common stock, must be hypothetical and 
must be imputed. 

Q. Well, we know that debt capital is replaced, do we 
not? That is common practice and goes on every day, 
isn’t that so? A. Debt capital arrangement or contract 
is a limited term contract. 

Q. At least we know that debt capital is replaced day 
in and day out? You have seen it happen in the news¬ 
papers [664] and have seen the announcements, isn’t that 
so? A. Outstanding debt is refinanced; yes, if that| is 
what you mean. 

Q. And that is what you mean by replacement, is] it 
not? A. No. 

Q. You don’t mean refinancing? A. No. 

Q. What do you mean by replacement cost of capital 
when you show 2.78 for the debt capital on Schedule 10? 
A. I refer on Schedule 10 and in the definition of replace¬ 
ment cost of capital to the cost rate at which a utility— 
here the Pennsylvania Water & Power Company—might 
under current market conditions obtain the supplies of d^bt 
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capital, assuming a hypothetical capitalization and freedom 
from the heritage of past contractual arrangements for 
capital. 

Q. Do you mean 2.78 per cent on schedule 10 to repre¬ 
sent the cost of a refunding issue, or of a new issue in 
addition to the presently-existing issue of bonds? A. It 
may be neither, Mr. Goldberg. 

Q. I want to know what it means in Schedule 10. I am 
a little puzzled. I thought I understood it. I thought I 
understood the 2.78 per cent to represent the cost of re¬ 
funding the presently-outstanding debt capital of the [665] 
respondent company? A. The cost of refunding the 
presently outstanding debt capital necessarily includes the 
cost of calling that debt. No such costs are included here 
or could be on the basis of the definition of replacement 
cost of capital. As I stated, replacement cost represents 
that cost which would be incurred if the entire capital re¬ 
quirements of the utility were obtained under current mar¬ 
ket conditions in the proportions indicated by this exhibit 
and without consideration of any costs carried over from 
past arrangements with investors. 

Q. Are you saying that the 2.78 per cent shown on 
Schedule 10 as debt capital is the cost of refunding under 
the present market the outstanding bonds of Penn Water 
with the exception that it does not include certain additional 
costs, such as you say the cost of calling. That, you say, 
should be included? A. It does not, as a matter of 
definition, include any costs carried over from prior issues 
such as the redemption premiums. 

Q. But exclusive of that, you say it is the cost of re¬ 
funding the presently-outstanding bonds, is that right? 
A. It is, of course, imputed or an estimate so that it may 
or may not correspond to the cost which would actually be 
experienced if today Penn Water were to issue refunding 
bonds in the amount indicated. 

[666] Q. But it is the 
one thing. 


A. (interposing) Let me add 
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Q. Go ahead. A. I was careful in describing the! cost 
rate to say that for the purposes for which used, it does 
not and should not reflect the rates temporarily available 
in a current market, and I indicated that it was bused 
primarily upon the late 1945 experience, rather than the 
dip in interest rates which occurred during the first mpnth 
of 1946. 

Q. In other words, reflecting those, the 2.78 per pent 
might be even lower? A. If without regard to purpose 
it had been adjusted directly to the most favorable (and 
perhaps accidental experience, it undoubtedly would have 
been lower. 

Q. But this 2.78 is your estimate of the cost of replac¬ 
ing the presently outstanding bonds of Penn Water ex¬ 
clusive of such other costs which you state should be in¬ 
cluded but have not been included in the 2.78, isn’t that so? 
A. Subject to the qualifications which I expressed a moment 
ago, that is correct. 

Q. Haven’t I stated all the qualifications in my ques¬ 
tion? Would you like to have the question read? A^ If 
you expect a further answer, yes. 

Q. I would like to have an answer that does not re¬ 
quire me to relate it back to some earlier answer of yoqrs. 

[667] Trial Examiner: Read the question. 

(The question was read.) 

Trial Examiner: Can you answer the question 

without having to refer to the qualifications? Is jihe 

question itself complete? 

The Witness: No, the question is not complete. 

Trial Examiner: Very well. 

The Witness: Because the 2.78 is not, in a strict sen se, 
an estimate of the replacement cost rate which would be 
experienced by Penn Water today. It is subject to the 
qualifications which I expressed as to the lack of signifi¬ 
cance of spot prices for the purposes for which the estimate 
was made. 
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By Mr. Goldberg: 

Q. And by 4 ‘spot prices/’ you have reference to the 
particular occurrences of favorable refinancing in the early 
part of 1946! A. I had in my testimony particular refer¬ 
ence to the experience of the Madison Gas and Electric 
Company in February, 1946. 

Q. Getting back to this 9.25 per cent from which I was 
temporarily diverted, we were discussing the fact in that 
connection that debt capital is replaced. That is also the 
fact, is it not, with respect to preferred capital! That, we 
find, is frequently replaced by companies, isn’t that so! 
A. Preferred stock capital or preferred stock capital [668] 
contracts, like debt contracts, are refinanced, yes. 

Q. To secure the advantages of lower interest rate and 
the lower cost of money, is that not right! A. That is 
right, and possibly other advantages. 

Q. But I have difficulty in understanding the concept 
of the replacement cost of capital in connection with com¬ 
mon stock. Is it your statement that companies make a 
practice of retiring their outstanding common stock and 
replacing it with other common stock! A. I made no 
such statement. 

Q. Well, what do you mean by “replacement cost of 
capital” when you refer to the 9.25 per cent! Isn’t that the 
cost, as you see it, of retiring the outstanding common 
stock of Penn Water and replacing it with another issue 
of common stock! A. No, I have excluded from the 
definition of the replacement cost of debt and preferred 
stock capital, the costs which would be incurred in retiring 
the outstanding debt and preferred stock. 

Q. With that qualification, is that what you intended 
the 9.25 per cent to represent! A. With that qualifica¬ 
tion, the definition of the replacement cost of equity capital 
is consistent with and in fact, is the same definition as the 
terms “replacement cost of debt capital” and “replace¬ 
ment cost of preferred stock [669] capital.” 

Q. Then you have assumed in Schedule 10 in reflecting 
the 9.25 and the 10.25 per cent as the replacement cost of 
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equity capital, that Penn Water will retire its outstanding 
common and issue a new common, is that right? A- No, 
I did not say that. Perhaps I may attempt a direct state¬ 
ment having direct definition of the replacement cost of 
equity capital. Replacement cost of equity means the esti¬ 
mated cost rate which would be incurred if the enterprise 
as a going concern were to obtain currently the required 
amounts of equity capital in given proportion in a capital¬ 
ization. I said,* ‘as a going concern” because, for the pur¬ 
pose of the use here, I made that assumption. 

Q. That brings me to one point that I would like to 
clear up. Schedule 10 reflects the replacement cost of cap¬ 
ital of a going concern—right? A. That is right. 

Q. Not a hypothetical new company just starting out 
in business? A. That is right. 

Q. Have you assumed that this going concern would 
not have any equity capital outstanding before it went out 
into the current market? A. What do you meah by 
41 outstanding”? The corporation necessarily has shares of 
stock. 

[670] Q. If it is a going concern, it necessarily must have 
had an outstanding capital structure, is that right? j A. 
That is right. 

Q. Did this going concern shown on Schedule 10 have 
any equity capital? A. It is a hypothetical situation, of 
course. 

Q. I don’t know that that answers the question, Dr. 
Foster. I am sure you intended to answer it. A. ^A.ny 
corporation existing as a going concern has a capitaliza¬ 
tion. It is, I think, appropriate, however, to attempt an 
estimate of the capital cost rates which would be incurred 
if such corporation were to obtain the capital in the cur¬ 
rent market, and to exclude from that estimate the amount 
of cost which exists because of past contractual arrange¬ 
ments. 

Q. Would this going concern shown on Schedule, 10, 
Roman Numeral I, have debt, preferred and equity capital 
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at the time it looked to the current market? A. The 
purpose of- 

Q. (Interposing) Please, Dr. Foster, will you try to 
answer the question? 

Trial Examiner : Read the question. 

(The question is read.) 

Trial Examiner: Answer the question. 

The Witness: For the purpose of an estimate of the 

[671] replacement cost of capital, I have assumed the cor¬ 
poration to have outstanding debt, preferred stock and 
equity capital in the proportions corresponding to those 
w’hich represent Penn Water’s actual present capitaliza¬ 
tion. 

By Mr. Goldberg: 

Q. It is almost actual rather than hypothetical? A. 
It is actual in that sense, yes. 

Q. And you have assumed, in Schedule 10, further that 
the outstanding equity capital will be replaced, haven’t 
you? A. I don’t think, Mr. Goldberg, that it is a ques¬ 
tion of replacement. I think that it is a question of an 
estimate of the cost rate at which a hypothetical corpora¬ 
tion having given characteristics would be able to obtain 
equity capital in the current market. 

Q. And that necessarily involved an assumption of 
going out into the current market and replacing outstanding 
capital, replacing the outstanding capital structure, is not 
that so? A. Well, if you were attempting an estimate 
of the cost rate at winch a specific corporation could re¬ 
place its existing capital, that would be true. That is not 
what I have done here. 

Q. You have assumed a company without any capital¬ 
ization of debt, preferred and equity—right? A. That 
is right. 

Q. And you have assumed, subject to the qualifications 

[672] you have already stated in the record, that the debt 
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capital could be replaced at 2.78, is that right? A. 
Well- 

Q. (Interposing) I said “subject to the qualifications 
you have already stated.’’ 

Mr. Sparks: I do not think that is a complete 

question, if Your Honor please. I object to it. 

Trial Examiner: Just a minute. Can you answer 

that question in that form? 

The Witness: I have not, Mr. Examiner, assumed re¬ 
placement. The inquiry is directly as to the cost rates at 
which a hypothetical corporation would be able to obtain 
capital of these kinds in the current market. 

By Mr. Goldberg: 

Q. For its presently outstanding capital, right? i A. 
I don’t know what that question means, Mr. Goldberg. 

Q. You have got Penn Water in this case, haven’t you? 
That is the company with which we are concerned]—the 
principal company—right? A. Yes, sir. 

Q. It has debt capital, preferred capital and equity 
capital, is that right? A. Yes, sir. 

Q. And it has certain costs of money associated with 
that debt capital and preferred capital—right? f673] 

A. It has certain experienced costs of money, yes. 

Q. And you have intended to reflect on Schedule 10, 
have you not, how that experienced cost of money is affected 
by current costs of money, subject to the qualification^ you 
have already stated, isn’t that so? A. If I understand 
your question, no; because a statement of how that ex¬ 
perienced cost of money would be affected by refunding 
under current market conditions would be very different 
from the results that I have here. 

Q. Because you would include these other costs in¬ 
volved in that refunding, such as call, that you consider 
applicable to a cost of refunding, is that right? A. Cer¬ 
tainly, because the cost of that new capital would include 
these other costs. 


216 


J. Rhoads Foster, Cross 


Q. You told us that Schedule 10 reflects a going con¬ 
cern—right? A. I said the estimates are based upon 
the assumption of the existence of a going concern. 

Q. And necessarily, having assumed a going concern, 
you have assumed that that going concern has a capital 
structure with related experienced cost of money to that 
capital structure—right? A. No, I do not assume that 
it has a capital structure. In Paragraph II of Schedule 10 
I chose a different capital structure. 

[674] Q. That just involves a different assumption? A. 
Right, but a capital structure implies given proportions, 
and for the purpose here I may assume any proportions 
which are appropriate. 

Q. Having assumed a going concern in connection with 
Schedule 10, did you assume any proportions of the capital¬ 
ization of that going concern? A. I assumed the propor¬ 
tions which I stated in Column 2 of Schedule 10, both for 
the first and the second parts of that schedule. 

Q. In other words, with respect to the first part of 
Schedule 10, you assumed that the going concern had debt 
capital, preferred stock capital and equity capital—right? 
A. No, Mr. Goldberg; I assumed that the corporation as 
a going concern was to obtain in the current market, capital 
in these proportions from different classes of investors. 

Q. Is the capitalization you reflected in Schedule 10 
the first capitalization of that going concern? A. It is 
unnecessary, Mr. Goldberg, for my purpose, to make any 
such assumption. 

Q. Now, Dr. Foster—— 

Trial Examiner (interposing): Read the question. 

And will you answer it, Mr. Witness, as directly as 

you can? 

(The question was read.) 

The Witness: The only answer that I can give, Mr. 
Examiner, [675] is that I do not know. 
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By Mb. Goldberg: 

Q. Can you have a going concern without an existing 
capitalization? A. No. 

Q. Now, you assumed a going concern, did yoh not? 
A. For this purpose, yes. 

[676] Q. And the going concern is Pennsylvania W^ter & 
Power Company—right? A. The going concern isj a cor¬ 
poration having the characteristics of the Pennsylvania 
Water & Power Company other than the proportions of 
debt, preferred stock and equity capital in its capitalisation. 

Q. You intended Schedule 10 to have some significance 
in relation to your conclusions on fair rate of return, ididn’t 
you? A. I did and do. 

Trial Examiner: Let me ask the witness a ques¬ 
tion. In your Column 2 you are assuming no fixed 
amount of capital that is to be obtained? It San be 
$35,000,000, $2,000,000, or any amount so long as the 
proportions are as stated there. 

The Witness: Yes, with this one qualification, fhat if 
the amount were reduced to extremely small quantifies, it 
would of course affect the cost rates. 

Trial Examiner: Can you state simply without 
going into too much detail just how you obtained the 
figure 2.78? 

The Witness: The figure 2.78 is my estimate pf the 
cost rate at which a corporation similar to Penn Wateir with 
respect to all characteristics affecting the cost of cjapital 
could obtain in the current market amounts of capital cor¬ 
responding to the amounts required for investment tp sup¬ 
ply service by Penn Water, assuming the capitalisation 
corresponding [677] to Penn Water’s capitalization! 

Trial Examiner: How does the 2.78 result from 
your Schedule 8. What did you do? 

The Witness: I examined the yield and costs rates 
indicated by Schedule 8 to have been experienced by other 
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companies in recent financing, both new and refunding. 
Those cost rates exclude, in the case of those other in¬ 
stances, all costs related to refunded issues. I examined 
those cost rates in relation to various factors, particularly 
the capital structures expressed as the proportion of gross 
income available to pay the interest on those bonds, and 
as a matter of judgment I reached the conclusion that the 
replacement cost rate appropriate for Penn Water is 2.78 
per cent. 

Trial Examiner: Is 2.78 per cent a simple arith¬ 
metic average of the cost rate column of Schedule 8— 
that is Column 9? 

The Witness: No, Mr. Examiner, it is not an average 
rate, it is not an average of any kind. Those cost rates 
vary with the quality of the bonds represented by them. 
The final column of Schedule 8 headed, “Moody’s Rating” 
is some measure of that quality. 

Trial Examiner: Actually what did you do to 
derive 2.78? 

The Witness: I did several things, and in what I say 
I am neglecting the distinction between yield rate and cost 
of [678] financing. I examined the cost rates in Column 9 
in relation to the indication of quality shown by the ratings 
in Column 12; that is, I separated them out as between AA 
and the A rates. There is other evidence to the general 
effect of the quality of Penn bonds as being intermediate 
between the qualities typically represented by the ratings A 
and AA but closer to the AA. 

Trial Examiner : Did you classify all the A bonds 
in Schedule 8 and then all of the AA? 

The Witness: I did that and separately averaged them. 

Trial Examiner: You separately averaged them? 
The Witness: Yes. 

Trial Examiner : What was it? Was it a weighted 
or an arithmetic average? 
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The Witness: An arithmetic average. I think there 
are 11 of each rate. 

Trial Examiner : What did you do with thosq arith¬ 
metic averages! 

The Witness: I laid them aside for a time—in fact I 
am stating the reverse of what I actually did. I|n fact 
what I previously did was this,—I had charted thd yield 
rates for all of the bonds represented on Schedule 8 iq rela¬ 
tion to times interest requirements provided as indicated 
by the pro forma income statement contained }n the 
prospectus. There is of course generally a relationship be- 
between the coverage of [679] interest requirements and 
the yield rate. As I said in the direct testimony, tile cov¬ 
erages provided in all these instances are so broafl that 
that general relationship is obscured. 

Trial Examiner : I do not want to get into this in 
too much detail, but I just want to see what your 
studies were. You made this chart of times-ipterest 
coverage. 

The Witness: It provides a curve. 

Trial Examiner: Yes. 

The Witness: So that one gets away from the invalid¬ 
ity of an averaging process. 

Trial Examiner: What did you do next! 

The Witness: As a matter of judgment then, J esti¬ 
mated the yield rate which would be experienced qn the 
basis of the coverage which would be provided in the Penn 
Water situation. 

Trial Examiner: Under what conditions? 

The Witness: Assuming refinancing or assuming the 
issuance of those bonds at the rates indicated and cJn the 
basis of the assumption as to capital structure which is ex¬ 
pressed in both Parts I and II of Schedule 10. 



220 


J. Rhoads Foster, Cross 


Trial Examiner: What times-interest factor did 
yon nse for Penn Water? 

The Witness: I have forgotten, Mr. Examiner. It is 
a large coverage. 

Trial Examiner: Where did yon get that figure? 

[680] The Witness: That represents the coverage which 
would be provided on the basis of the experienced gross in¬ 
come of Penn Water. 

Trial Examiner : Then what did you do with your 
two averages that you obtained from Schedule 8? 
Merely check them? 

The Witness: I had one average, that being the aver¬ 
age yield rate experienced in the issuance of the AA and A 
bonds during the past year. I had a further or different 
analysis which was that of a relationship which does not 
provide an average. On the basis of those two analyses of 
Schedule 8, I as a matter of judgment concluded that 2.72 
is the replacement cost rate before the cost of financing 
margin which is appropriate for the purpose here. I then 
analyzed the behavior of the cost of financing margin which 
is represented by the differences between Columns 8 and 
9, and again as a matter of judgment used .06 as a loading 
of the 2.72. 

Trial Examiner: Your 2.72 comes from two sepa¬ 
rate determinations of yield that you obtained in three 
different processes,—one from your chart, one from 
your averages, and one through this other process? 

The Witness: Yes. It is available as the result of 
several, or at least two approaches to the analysis of the 
data shown by Schedule 8. 

Trial Examiner : Why do you limit Schedule 10 to 
[681] replacement cost? Would it not also be valid to 
state the replacement or additional cost—that is addi¬ 
tion to capital? 
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The Witness: It is perhaps only a matter of defini¬ 
tion, Mr. Examiner. Schedule 10 represents the costj rate 
which would be experienced in obtaining debt and for other 
kinds of capital in approximately the amounts indicated 
and irrespective of the purpose, whether new capital ir re¬ 
funding. 

Trial Examiner: The word “replacement’f can 
come out of your title without in any way affecting 
the validity of the data, is that true? 

The Witness: The word “replacement’’ is in thq title 
in order to afford a distinction in definition betweeij dif¬ 
ferent kinds of capital cost; that is, replacement cosj;, ex¬ 
perienced cost, historical cost, and original cost. 

Trial Examiner: Replacement cost then, accord¬ 
ing to your definition, can cover just simply additions 
to the capital? 

The Witness: The replacement cost is an estimate of 
the cost which would be incurred under the given circum¬ 
stances for the purpose of obtaining additional capital to 
be used for construction purposes. 

By Mr. Goldberg: 

Q. In connection with your last answer, do you inean 
that the 2.78 on Schedule 10 represents the cost of debt 
[682] capital in addition to outstanding debt capital ’vfhich 
is not being refunded? A. Not necessarily, Mr. Gold¬ 
berg, because it does not necessarily follow that the cost 
which would be experienced in obtaining relatively small 
increments of new debt capital is the same cost as would 
be experienced currently to replace the entire amount of 
debt capital. 

Q. You mean the cost of securing additional debt Capi¬ 
tal may vary—it may differ—from the cost of refinancing 
existing debt capital, is that right ? A. It may vary from 
the cost which would be experienced in obtaining currently 
the total amount required. 
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Q. Is this 2.78 replacement refunding cost subject to 
the qualifications you made earlier in your testimony? 
A. It certainly, Mr. Goldberg, is not the cost which would 
be experienced in refunding. It is the cost as estimated 
which would be experienced currently by a company hav¬ 
ing these risks in obtaining the amounts of debt capital in 
approximately these quantities indicated. 

Q. Obtaining it for the first time, or obtaining it for 
the purposes of refunding existing debt capital? A. 
Either, Mr. Goldberg, subject to the qualifications with re¬ 
spect to the carry-over costs related to past contracts. 

Q. Are you saying that your company on Schedule 10 
[683] went into the market to secure 52 per cent of addi¬ 
tional debt capital? 

i • • 

A. I am sorry, but I do not understand the question. 
By Me. Goldberg : 

Q. Did the going concern which you have assumed in 
Schedule 10 have any debt capital? A. No, I have as¬ 
sumed that this going concern went into the market to 
obtain debt capital in amounts constituting 52 per cent of 
the total proceeds from the issuance of securities. 

Q. In other words, it had no debt capital before it went 
into the market, is that right? A. One may make any 
assumption that may be desired with respect to the capi¬ 
talization before the financing of which we are speaking. 
I have made no assumption. 

Q. When did this going concern that you assumed, go 
into business? A. I have not been concerned with when 
it went into business nor with the costs which it may un¬ 
avoidably have experienced in reaching the status of a go¬ 
ing concern and being able to go into the market on the 
bases indicated by Schedule 10. If I had been concerned 
with those costs, I would [684] necessarily have recognized 
costs of capital substantially in excess of those that are re¬ 
flected in Schedule 10. 
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[695] Q. Now, Dr. Foster, it is my recollection that at the 
conclusion of your direct testimony you stated that the 6.5 
per cent rate of return, which you testified is, in your opin¬ 
ion, a fair and reasonable rate of return in this case, should 
be adjusted to the extent of the credit and the assets rep¬ 
resented by the depreciation reserve balance. Is that right? 

Mr. Sparks : Just to correct the record, Dr. Foster 
[696] testified to a rate of return of not less than 6.5. 

Mr. Goldberg: All right. 

By Mr. Goldberg: 

Q. Dr. Foster, is my recollection correct about that? 
A. Yes, sir. 

Q. Would the adjustment be a downward adjustment 
of 6.5 per cent? A. I testified that the conclusion as to 
fair return and as to rate of return is subject to whatever 
may be the appropriate treatment of depreciation for the 
purpose of return determination. As to whether or not rate 
of return would be adjusted downward, I think depends 
upon the form of that treatment. 

Q. As I have your testimony, the question was: 

“Question: I understand that this conclusion as 
to the fair return is before whatever may be the appro¬ 
priate credit to consumers for the earning capacity of 
depreciation funds in view of the risks present in iheir 
utilization by the company? 

“Answer: That is correct.” 

Now will the fair return be adjusted downward a^ the 
result of that appropriate credit? A. Your previous 
question concerned the rate of return; your present ques¬ 
tion concerns the fair return? 

Q. That is right. [697] A. The answer need not 
necessarily be the same to both questions. 

Q. A fair return is the result of the application of 


rate of return to the rate base; isn’t that so? 


A. 



suming the procedure by using the rate base and ratp of 
return, yes. | 
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[698] Q. Did you assume a rate base! A. I assumed 
that the procedure would be by determination of a rate 
base. 

Q. And that was basically your testimony in this case, 
is that right? A. It was basically the form of the testi¬ 
mony, yes. 

Q. So that if there is an adjustment of the fair return 
downward as the result of the appropriate credit, then in 
turn there will be an adjustment downward of the fair 
rate of return, isn’t that so? A. That does not neces¬ 
sarily follow. 

Q. Well, then, getting back to the form in which you 
answered the question, what would be the effect on the fair 
return of the appropriate credit to consumers for the 
earning capacity of the depreciation funds generated by the 
charges to depreciation? A. The trend of the adjust¬ 
ment would be a downward adjustment. 

Q. And assuming no change in the rate base, what 
would be the effect of the downward adjustment as a re¬ 
sult of this credit to fair rate of return? A. The effect 
on what? 

Q. On the fair rate of return? What is the effect on 
the fair rate of return of an adjustment downward of fair 
return resulting from the credit, assuming no change in the 

[699] rate base? A. There may be no effect on the rate 
of return. It depends upon the form of the treatment of 
depreciation for the purposes of the fair return deter¬ 
mination. 

Q. What did you have in mind when you were talking 
about appropriate credit to consumers? A. I had in 
mind any treatment of depreciation which is appropriate 
and reasonable for the purpose of recognizing deprecia¬ 
tion for a fair return determination. 

Q. Did you have any specific mode of procedure in 
mind? A. No, I had in mind any of the alternative modes 
of procedure which are available to regulatory commis¬ 
sions. 
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Q. Did you have in mind an undepreciated rate base 
when you made that statement? A. The use of an Unde¬ 
preciated rate base is among the modes of procedure Which 
are available. 

Q. Did you have in mind an appropriate credit td> con¬ 
sumers in connection with an undepreciated rate base? 
A. An appropriate credit to consumers in connection with 
an undepreciated rate base is among the modes of pro¬ 
cedure. 

Q. That is not the question. Did you have in mi^d an 
undepreciated rate base in connection with an appropriate 
credit to consumers? [700] A. I have answered ^o the 
effect that I had in mind an undepreciated rate ba|se as 
among the modes of treatment which are available. 

Q. And did you also have in mind other modes of 
treatment of the undepreciated reserves ? A. I answered 
that I had in mind the several modes of procedures, j 

Q. Name them; which ones did you have in blind? 
A. The use of the depreciated rate base is among those 
modes of procedure. 

Q. Go ahead. A. The use of an undepreciated rate 
base with the rates of that credit varying from the mini¬ 
mum rate to a maximum rate. 

Q. Did you have in mind the use of a credit t<^ con¬ 
sumers in connection with the depreciated rate base ? | A. 
Yes. 

Q. Do I understand that when you stated that your 
fair return is subject to the appropriate credit, yoji did 
not have in mind what the credit would be or the direction 
of the adjustment? A. I have indicated that a (^redit 
necessarily implies a direction of adjustment. To answer 
the first part of your question, I made no study of tbe ap¬ 
propriate credit. 

Q. But you did not extend your thinking of the ejffects 
[701] of an adjustment for appropriate credits to the con¬ 
sumers for the earning capacity of the depreciation funds 
to its effect on the fair rate of return, is that right? A. 
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I have testified as to the direction of the effect on the re¬ 
turn allowance, if that answers your question. 

Q. No, it does not. 

Trial Examiner: Read the question. 

(The question is repeated.) 

The Witness: In that case I do not understand your 
question. 

By Mr. Goldberg: 

Q. You told us that the effect of the credit on fair 
return would be downward—right? An adjustment down¬ 
ward? A. I have said that the recognition of the de¬ 
preciation, whether by credit or otherwise, results in an 
adjustment of the fair return allowance downward from 
what it would be in the absence of such recognition. 

Q. Yes. Now, you understand what rate of return is 
as distinguished from return, don’t you? A. I believe so. 
Q. I thought so. 

Mr. Sparks: I object to that. 

Trial Examiner: Just a moment. Objection sus¬ 
tained. 

Mr. Goldberg: To what? I have no question 
pending. 

Trial Examiner: It is not necessary to make that 
kind [702] of a statement. 

Mr. Goldberg: I was just agreeing with the wit¬ 
ness that I thought he understood it from his direct 
testimony. I think I am entitled to agree with the 
witness. 

By Mr. Goldberg: 

Q. Now, Mr. Foster, since you understand the differ¬ 
ence between rate of return and return, have you thought 
through what the effect on the rate of return would be of 
the appropriate credit to consumers for the earning capacity 
of depreciation funds? A. I have, I believe, testified 
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that there is not necessarily any effect on the rate !of re¬ 
turn depending upon the form or mode of treatment of de¬ 
preciation in connection with fair return determination. 

Q. You don’t know what effect it would have <^n the 
rate of return in this case, isn’t that so? A. I have at¬ 
tempted to answer your question, Mr. Goldberg. 

Trial Examiner: Answer the question, Mr, Wit¬ 
ness. Read the question. 

(The question was read.) 

Mr. Sparks: What do you mean by “it”, Mr. Gold¬ 
berg? 

Mr. Goldberg: We are talking about the effect of 
the appropriate credit that he mentioned, on th0 rate 
of return. 

Trl^l Examiner: Let us not have any exchanges 
between [703] counsel. If you have an objection to 
the question, state it. 

Mr. Sparks: I object to it. I think that Mr. Gold¬ 
berg should make his question clear. 

Mr. Goldberg: Let us have the question read 
again. 

Trial Examiner: Read the question. 

(The question was repeated.) 

Mr. Goldberg: By “it”, I will explain, Mr. Exam¬ 
iner, that I meant the appropriate credit to the con¬ 
sumer for the earning capacity of the depreciation 
funds as just testified to by the witness. 

Trial Examiner: Answer the question. 

The Witness: The answer to the question is that I do. 
That effect on the rate of return depends upon the mode of 
treatment of depreciation. 
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By Mr. Goldberg: 

Q. Assuming an undepreciated rate base what did you 
conclude? A. Assuming an undepreciated rate base, 
there is a fair return of not less than 6.5 per cent which 
remains unchanged. 

Q. Assuming a depreciated rate base, what did you 
conclude? A. The fair rate of return at 6.5 per cent also 
remains unchanged. 

Q. So the fair rate of return remains unchanged in 
your opinion, whether the appropriate credit is associated 
[704] with an undepreciated or depreciated rate base, is 
that right? A. The use of an undepreciated rate base 
provides indirectly the credit which is provided directly 
by the adjustment of the fair return where the mode of 
treatment is the use of an undepreciated rate base. 

Mr. Goldberg: I submit to the Examiner that the 
witness is able to answer the questions directly and I 
would like such an answer. 

Trial Examiner: The Examiner will strike the an¬ 
swer. Read the question. 

(Question read.) 

The Witness: The fair rate of return remains un¬ 
changed, yes. 

By Mr. Goldberg: 

Q. Doctor, referring you to the second page of Sched¬ 
ule 6 in Exhibit 29, will you tell us how you arrived at the 
9.25 per cent there shown as the applicable cost rate to 
equity capital? A. The applicable cost rate of 9.25 per 
cent was arrived at as the result of the study of the several 
kinds of evidence of the cost of equity capital as the result 
of various studies to which I testified at some length. 

Q. What are these several kinds of evidence that you 
mentioned? A. The first to which I referred includes 
the [705] evidence with respect to capitalization rates and 
the evidence with respect to cost of equity financing. 
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Q. What evidence did you consider in connection with 
the cost of equity financing? A. I considered the avail¬ 
able evidence with respect to the rates at which investors 
had capitalized the prospective income from their invest¬ 
ments in Pennsylvania Water and Power Company, j 

Q. Are these rates shown in the exhibits anywher^ that 
you have presented—that is, the rates at which the in¬ 
vestors have capitalized prospective income? A. No. 

Q. Does it appear anywhere in the work papers? 
A. No. 

Q. Where does it appear? A. The rates at which 
investors capitalized the present income, whether income 
available from Pennsylvania Water and Power Corppany 
or any other company are necessarily subjective. 

Q. You mean they may vary with the individual Who is 
applying the judgment? A. They vary with the indi¬ 
vidual who is applying the judgment. 

Q. Do I understand from that, that you have nqt in¬ 
tended here to reflect the informed investors ’ rate [706] 
of capitalization? A. I have intended here to use the 
best available evidence of the investors’ capitalization 
rates. 

Q. I am trying to find out where that evidence is. I 
may like to examine it. A. Oh, I misunderstood you. 
That evidence is presented in Chart 1 of Exhibit 29 a^ evi¬ 
dence rather than as capitalization rates themselves, jit is 
presented also in Schedule 1 and Schedule 3 as well as ih the 
testimony generally. 

[707] Q. You mean by “the rates at which investors Jiave 
capitalized prospective income” the earnings price ratios? 
A. I tried to make it appear that I do not, Mr. Goldberg. 

Q. I did not hear that answer. A. I do not. 

Q. I notice Schedule 1 which you indicate represents 
part of the evidence of the rate at which investors Jiave 
capitalized prospective income contains monthly earhings 
price ratios, and that is why I thought that your use of the 
phrase “the rate at which investors have capitalized pro- 
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spective income” was synonymous with earnings price 
ratios. Am I wrong about that? A. The title of Sched¬ 
ule 1 is merely 44 Monthly Earnings Price Ratios.” 

Q. Yes, and that was one of the evidences as I under¬ 
stood it that you used in arriving at the rate at which in¬ 
vestors capitalized prospective income, is that right? 
A. I also characterized it as evidence and was careful to 
distinguish evidence from the fact of the capitalization 
rate. 

Q. I am following your language. I am saying that 
Schedule 1 was evidence to you of the rate at which in¬ 
vestors have capitalized prospective income—is that right? 
A. That is right. 

[708] Q. And as far as Schedule 1 is concerned, that evi¬ 
dence of the rate is synonymous with earnings price ratios, 
is that right? A. No. 

Q. Schedule 3 shows earnings price ratios for a se¬ 
lected group of companies, doesn’t it? A. For a group 
of six companies, yes. 

Q. A selected group? A. I said on direct testimony 
that it was not a group which resulted from a process of 
selection. 

Q. Didn’t you testify that you had available for use at 
least one other company that you did not use? I think it 
was the Southern California Edison? A. Well, available 
in the sense that it could have been utilized and included 
with additional effort, yes. 

[709] Q. So at least to that extent selection had to be 
made, you had to determine that certain companies would 
be eliminated for various reasons? Right? A. I elim¬ 
inated one company for the reason which I stated. 

Q. Were there any other companies outside those in 
Schedule 3, that you considered and rejected? A. I 
know of no other companies. 

Q. By that you mean that the only companies which 
you went to and examined the data were those listed at 
the bottom of Schedule 3, and Southern California Edison 
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Company? A. The only companies for which I exam¬ 
ined the data over the period shown by Schedule 3 are those 
listed at the bottom of that schedule. 

Q. How is it you happened to select the first j com¬ 
panies you went to? Were you familiar with them? A. 
Well, I am generally familiar with the corporate organiza¬ 
tion of these companies from time to time, yes. 

Q. So you had occasion when requested to make a 
study to automatically know what companies fit the respond¬ 
ent company; is that right; without having to consider a 
great group of companies? A. I do not know what you 
mean by “fit the respondent company.” 

Q. Comparable. [710] A. I have not testified :hat I 
considered these companies comparable. 

Q. Do you? A. The earnings price ratios sho^m by 
Chart 1, I believe, demonstrate that they are not closely 
comparable. 

Q. Is your subjective rate of capitalization and pro¬ 
spective income in any way influenced by these data that 
are shown on Schedule 3? A. The capitalization rpte is 
the rate at which investors trading in the market capital¬ 
ized what they believed to be the prospective income.! The 
answer is that those rates could not have been influenced 
by these data shown on Schedule 3. They might have been 
influenced, of course, by similar information available to 
those who made the investment decision. 

Q. I have not, apparently, made my question cle^ir. I 
will restate it. A. Thank you. 

Q. I want to know whether the subjective rate at which 
investors capitalized the prospective income arrived at by 
you in this case was influenced by the earnings price ratios 
reflected in Schedule 3 of Exhibit 29 ? A. Referring spe¬ 
cifically to the rate of 8.5 per cent, the answer is thap yes, 
I considered the earnings price ratios shown by Schedules 
1 and 3 in arriving at that [711] conclusion. 

Q. And the 8.5 per cent rate is the one you considered 
applicable to the respondent company, Pennsylvania Water 
& Power Company, right? A. Yes. 


ater 
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Q. Dr. Foster, it was determined, you say, at least in 
part on evidence of earnings price ratios of companies that 
are not comparable to Pennsylvania Water & Power Com¬ 
pany; is that not so, Doctor? A. I testified on direct that 
I used earnings price ratios shown by Schedule 3 merely 
for the purpose of background and to permit a more in¬ 
telligent interpretation of the meaning and significance of 
the Penn Water earnings price ratios. 

Q. When you say you used it merely for the purpose 
of background and for a more intelligent appraisal of the 
appropriate rate for Pennsylvania Water & Power Com¬ 
pany, could you, perhaps, be more explicit about how 
Schedule 3 serves as a background to your conclusion? 
A. Perhaps I can do so by reference to the chart upon 
which these data shown by Schedule 3 are plotted. 

Q. Yes? A. As soon as I saw that information, that 
the evidence of the rates at which Penn Water investors 
capitalized the prospective income, it has a more direct 
and useful application for the purpose. I desire to know 
whether or not the [712] variations in the earnings price 
ratios of the Penn Water common stock, as evidenced by 
the capitalization rate followed a course which was gen¬ 
erally similar to the variations of fluctuations in the earn¬ 
ings price ratios of other electric and electric combination 
companies. The determination of those earnings price 
ratios and their analysis in relation to the Penn Water 
earnings price ratios tended to answer that question. 

Secondly, since Penn Water is not a distributing com¬ 
pany, and has characteristics which are different from 
those of electric companies which are both producing and 
distributing companies, I was interested to know whether 
typically, over a term of years, the earnings price ratios 
of Penn Water would be found at a higher or lower level 
than those of these other electric companies. 

Thirdly, with reference to the meaning and significance 
of the earnings price ratios as evidence of the capitaliza¬ 
tion rates, I was interested to know whether or not the 
fluctuation of the earnings price ratios in relation to events 
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and circumstances which may be assumed to influence in¬ 
vestor appraisals was generally the same for other earnings 
price ratios as it was found to be for the Penn Water 
earnings price ratios. 

Q. So that you plotted on Chart 1 the earnings price 
ratios, for instance, for Penn Water, and for the groxjip of 
companies, and compared the fluctuations and the evi¬ 
dences [713] you assumed brought them about. Is that 
right? A. I made those comparisons, and, also, I noted 
the comparative levels, from time to time. 

Q. Did you conclude that the fluctuations on Penn 
Water’s earnings price ratios followed the same trend as 
the fluctuation of the earnings price ratios of the group of 
companies? A. To some extent, yes. 

Q. You mean by that that at some period they did and 
at others they did not? A. The earnings price ratios of 
Penn Water common stock, like the earnings price ratios 
of any other one company, are subject to influences vrhich 
are unique and peculiar to that situation. 

Q. All these companies that you selected for study) and 
comparison with Penn Water, how many of them have con¬ 
tracts which virtually guarantee a return on their equity 
capital? A. None to my knowledge. 

Q. Do you know whether Penn Water has a contract 

which virtually guarantees a return on its equity capital? 

• • • 

[714] By Mr. Goldberg: 

Q. What is the answer? A. I have no knowledge 
that it has such a contract. 

Q. Did you study the contracts that Penn Water has? 
A. I did. 

Q. Did you study the contract that Penn Water has 
with Consolidated of Baltimore? A. I did. 

Q. Is it your view that that contract does not vir¬ 
tually guarantee a return on Penn Water’s equity capital? 
A. It is my view that, as a matter of fact, that contlract 
gives to Penn Water an assurance of return which it other¬ 
wise would not have. 
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Q. Will you agree that that contractual arrangement 
with Consolidated constitutes virtually a guarantee of earn¬ 
ings on Penn Water’s capital stock? A. The answer I 
think obviously depends upon the meaning of the expression 
“virtually guarantees.” 

Q. I will say that I am using it in its ordinary, dic¬ 
tionary sense. A. The contract provides for Penn Water 
an assurance of stability of return substantially more than 
would otherwise be available. 

Q. But you will not agree with me, will you, that the 

[715] contract constitutes virtually a guarantee of earn¬ 
ings to Penn Water’s capital stock? A. I will not agree 
that any arrangement which can be made affords a guar¬ 
antee or even virtually a guarantee of return to business 
operation. 

Q. Did you examine the annual reports of Penn Water 
to its stockholders? A. I did. 

Q. Did you, after an examination of those reports, 
reach the conclusion that if such a representation was made 
to the stockholders, it was erroneous? A. Mr. Goldberg, 
as to whether or not it was erroneous, it depends on the 
intent and meaning of the w r ords used. I did not attempt to 
pass judgment upon the correctness of the representation 
or statement in the annual report. 

[716] Q. I w’ould like to show’ you the 1931 annual report 
of Pennsylvania Water and Power Company to its stock¬ 
holders, and more particularly to the last paragraph on 
page 14 of that report, and ask you if you ever read that 
paragraph? A. I have done so. 

Q. Does it not state there that: 

“The new’ contractual arrangement writh the Con¬ 
solidated Company covers a period of 48 years and 
constitutes virtually a guarantee of earnings for the 
company’s capital stock, since all the payments which 
the Consolidated Company is obligated to make to your 
company are an operating expense of that company 
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and thus come ahead of dividends, ahead of the return 

on its preferred and common stock.” 

You can read anything else you like. A. It appears 
as you have read it, apparently. 

Q. Am I to understand that you do not agree with that 
statement? A. I have had no occasion to agree oJr dis¬ 
agree with that statement. 

Q. So that is something you had to consider in reach¬ 
ing the conclusion as to the fair rate of return on this 
company, is that not true? A. Would you mind asking 
that question again? 

Q. I will put it this wav: Is that not something you 
had to consider in reaching a conclusion as to the fair rate 
[717] of return for the Pennsylvania Water and Power 
Company, Dr. Foster? A. I did not have to consider 
whether or not, as a fact, any given degree of guarantee is 
provided by the contract. 

Q. Would that not affect the rate at which investors 
would capitalize the prospective income of Penn Water? 
A. Undoubtedly, it had influence on the rate at which in¬ 
vestors capitalized the prospective income from Penn 
Water. 

Q. But although that is the case, and you are concerned 
with that, you did not consider whether or not the contract 
constitutes virtually a guarantee of earnings of Penn 
Water’s equity? A. On the contrary, I have given full 
consideration to the degree to which that contract and| the 
company’s statement with regard to it influenced the| in¬ 
vestors’ appraisal of the return from Penn Water. 

Q. Would you not have to reach your own conclusion 
as to whether the statement which I have shown to jyou 
and which I have read into the record was a correct state¬ 
ment? A. No, I am not providing the capital funds for 
Penn Water. I am concerned only with the investors’ 
appraisal of the funds, and I have not attempted to sub¬ 
stitute my judgment as to the meaning of the facts for 
those expressed by investors in their market transactions. 
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[718] Q. Did you not have to decide whether an informed 
investor would view- the contract as Penn Water viewed it? 
A. I did not find it necessary to ascertain the significance 
which the informed investor attached to the contract be¬ 
cause the informed investor expressed that significance in 
what he bid for the stock. 

Q. As reflected by the earnings price ratios? A. As 
reflected by the market price of the stock considered in rela¬ 
tion to the prospective income. 

Q. Did you ignore the factors you set out at the top 
of Chart I in reaching that conclusion? A. I am sorry, 
but I do not understand your question. 

Q. You have in Chart I at the upper half a rather wide 
column with a series of one-line comments, right? A. 
Yes. 

Q. You put them in there because you thought they had 
some effect on the earnings price ratio; is that so? 
A. I put them in there because they are statements of 
events and circumstances w’hich may have had some effect 
or which it is rational to believe did have some effect on 
the earnings price ratios. 

Q. But you do not think that the guarantee, the virtual 
guarantee of a return on equity capital until 1980 was a 
significant fact; is that right? A. I have not so testi¬ 
fied. I have testified that I [719] assumed that it was con¬ 
sidered by investors and appraised by them. 

Q. Why did you not put that in the column on Chart 1 ? 
A. If you will look, Mr. Goldberg, at the space adjacent 
to the month of June, I believe, 1931, you will find the 
words, “Revised Contract with Consolidated”. 

Q. Now, what does that mean? Why didn’t you say 
there instead of what you have there, “Revised Contract 
with Consolidated Guaranteeing until 1980 the Earnings” 
—(laughter). 

It may be funny to others but to me it is a serious mat¬ 
ter. We are concerned here with a chart which purports 
to reflect the significant facts of the life and history of this 
company up until the present time. I want to know from 
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this witness what does this revised contract with [Con¬ 
solidated mean, and what it meant to the informed inves¬ 
tors? A. The informed investors, to them it was Some¬ 
thing which meant the contract together with its terips. 

Q. Did you, when you said revised contract with Con¬ 
solidated, mean, arid is it your statement which you intend 
to make here to this Commission, that the revised contract 
with Consolidated was virtually a guarantee of earrings 
for the Penn Water common stock? A. The words which 
I read, together with others appearing in that chart No. 
1 are concise or typical statements which I intend to rep¬ 
resent whatever may be the facts in that [720] connection. 

Q. What was the fact before you when you read that 
contract, and reached the conclusion that it was virtually a 

guarantee- A. (Interposing) If I may interrupt, I 

have already answered that question by saying thftt I 
reached that conclusion that that contract afforded a }iigh 
insurance or assurance of return irrespective of fluctua¬ 
tions which otherwise would have been experienced. 

Q. But that statement where your only conclusion was, 
upon examination of that contract, that this is a revised— 
wherever that statement appears—the statement, “ Revised 
Contract with Consolidated,” that alone is of no signifi¬ 
cance ; would you say that it taken alone constitutes virtu¬ 
ally a guarantee to Penn Water’s equity capital stockhold¬ 
ers of a return on their stock; isn’t that so? A. The 
words appearing in the margin there, as you see them on the 
chart, are to be taken to mean the fact of the revision of 
the contract and the fact of whatever the terms of the re- 
vised contract may have been. 

[721] Q. Are we to take it to mean that you intended to 
say that the investor considered that that contract coijsti- 
tnted virtually a guarantee of earnings on Penn Water’s 
common? A. May I have that question repeated? 

(The question was repeated.) 

The Witness: No. 
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[732] THOMAS R. TATE, 

was called as a witness by and on behalf of the Respondent, 
being first duly sworn, was examined and testified as fol¬ 
lows: 

Direct Examination. 

By Mr. Sparks : 

Q. Mr. Tate, please state your full name, place of 
residence and occupation. A. Thomas R. Tate. I reside 
at 2126 Yorktown Road, Northwest, Washington, D. C. 
I am a professional engineer and the Washington repre¬ 
sentative of the firm of Chas. T. Main, Inc., architects- 
engineers of Boston, Massachusetts. 

Q. What education have you had? A. Three years 
of high school, one year at William Jewell College, Liberty, 
Missouri, and I completed the four-year engineering course 
of the School of Engineering, University of Missouri, in 
three years and one summer graduating in 1912 with the 
degree of Bachelor of Science in Electrical Engineering. 
Since that time, I had a lecture course in public utility eco¬ 
nomics in the extension division of the University of Wis¬ 
consin at Milwaukee, Wisconsin, and have completed sev¬ 
eral of the Army’s extension courses. 

[733] Q. Are you a registered professional engineer? A. 
Yes, sir; in the State of New York. 

Q. Are you a member of any engineering societies and 
organizations? A. Yes, sir, I am. I am a fellow in the 
American Institute of Electrical Engineers, a member of 
the American Society of Mechanical Engineers, a member 
of the American Society of Civil Engineers, a member of 
the Washington Society of Engineers and a military engi¬ 
neer member of the Society of American Military Engi¬ 
neers and a member of other scientific clubs and organi¬ 
zations. 

Q. Mr. Tate, will you please summarize your engi¬ 
neering and construction experience ? A. I have had sev¬ 
eral years of experience after high school and during and 
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between college and engineering school in the Opera¬ 
tion, design, and construction of operating electric utilities. 
I have had 34 years of experience since graduation of which 
four years were with operating electric utilities, 20 years 
with consulting and construction engineering organizations, 
and 10 years of government work including eight and one- 
half years with the Federal Power Commission, and one 
and one-half years with the Public Utilities Commission of 
the District of Columbia. 

Q. Starting with your first connection with public utili¬ 
ties, will you please state in chronological order your [734] 
experience and the nature of your duties? A. To begin 
with, I should like to mention that whereas most engineers 
have to attain their basic knowledge of public utilities by 
beginning at the bottom upon graduation and workinjg up 
to a position where they can exercise their engineering 
training, I had this experience before graduation. 

In the summer of 1905, I started with the Union Elec¬ 
tric Light and Power Company of St. Louis, Missouri,! now 
known as the Union Electric Company of St. Louis, Mis¬ 
souri, as a meter repairman and then after a short period 
of meter reading, was sent out as a helper testing meters 
and later was transferred to the Electrical Testing Labora¬ 
tory where I calibrated various instruments and made ac¬ 
ceptance and efficiency tests on electrical machinery. I At 
this time, I attended the company’s school and had a prac¬ 
tical course in electricity and magnetism and had a more 
intensive course in algebra and trigonometry. 

My work in this department involved the testing and 
calibrating of electrical measuring instruments at the main 
generating station of the company known as Ashley Street 
and various substations, testing feeders for voltage tlests 
at load centers and setting relays and regulators. 

My experience in the generating station and substation 
was so interesting to me that I transferred over to | the 
Operation Department and became a substation operato^* at 
Station A. [735] Then after one year at college and one 
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year at the University of Missouri, I worked for the Union 
Electric Company during vacation and during the years 
1909 and 1910 as ground man, lineman, line slip man, esti¬ 
mator and inspector, laying out new wood pole transmis¬ 
sion lines and distribution systems. 

Q. What has been your experience since graduation in 
1912? A. The day after graduation, I started to work 
for, as it was then called, the Milwaukee Electric Light and 
Railway Company of Milwaukee, first as foreman of con¬ 
struction of lines to rural communities and lake resorts, 
then an engineering clerk, writing up orders for construc¬ 
tion, then as engineer of wire for the Wire Department, 
then assistant electrical engineer and finally at the time I 
left the employ of the company, I was its distribution en¬ 
gineer. 

In these several capacities, I laid out and supervised 
the constructing of steel tower and wood pole transmission 
lines, customers substations and supervised the re-design of 
a greater part of Milwaukee’s distribution system. I also 
handled the street and interurban railways and company’s 
telephone and dispatching system. 

During this period, I supervised the design of a 7'0" 
diameter tunnel under the Milwaukee River for steam mains 
and electric cables, and laid out underground and overhead 
systems. I also participated in the making of electrolysis 
surveys and [736] in the operation of the company’s gas 
plant at Racine, Wisconsin. 

I examined for purchase hydroelectric plants and dis¬ 
tribution system at Fox River and Burlington, Wisconsin, 
and made system power studies. 

Q. Did you have any valuation experience while with 
the Milwaukee Company? A. Yes, sir, while I was there 
we started a valuation of all of the company’s property 
and I had charge of the valuation of all of the electric 
property. 

Q. When did you leave the Milwaukee Company and 
what was your next connection and the nature of your 
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duties? A. I left the Milwaukee Company in August, 
1914, to become electrical engineer and assistant to the man¬ 
ager of The Janesville Electric Company of Janesville, Wis¬ 
consin. 

As I was the only professional engineer in the employ 
of the company besides the manager, my duties included 
the supervision of operation of four hydroelectric plants 
and two steam power plants; the supervision of all construc¬ 
tion, the handling of complaints and line and plant troubles, 
and required the design of a new head gate structure for 
the main hydroelectric plant; the supervision of rebuilding 
of one hydroelectric plant destroyed by fire; the handling 
of rate matters, voltage tests, power surveys, system tnain- 
tenance and other operating and financial matters. During 
this time, [737] I also designed and constructed a new 
white way street lighting system for the City of Janesville. 

Q. When did you leave the Janesville Electric Company 
and what was your next connection and duties? A. I 
left Janesville in the summer of 1916 to accept a position 
with Harold Almert, Consulting Engineer in Chicago, who 
was engaged on a valuation of the Commonwealth Edison 
Company, at that time a 50 million dollar property. My 
duties involved the making of inventories of the substation 
properties and the underground conduit and cable system. 

Q. What was your next position and your duties? 
A. In January, 1917, I became assistant electrical engineer 
on the design and construction of a blast furnace and ^teel 
mill plant for the Mark Manufacturing Company, now 
owned by the Youngstown Sheet and Tube Company at In¬ 
diana Harbor, Indiana. 

In this position, I assisted the electrical engineer on 
the design, in keeping records of orders placed, shipments 
and materials and equipment required and on hand, and in 
the writing of specifications and in the inspection of the 
construction work. 

Q. When did you leave the Mark Manufacturing Com¬ 
pany and what was your next position and duties? A. In 
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August, 1917, I accepted a position with Perin and Mar¬ 
shall, consulting engineers and constructors of New [738] 
York City as electrical engineer in charge of design 
of the electrical work for the firm. This organiza¬ 
tion was engaged in designing and constructing blast fur¬ 
naces and steel mills in India, China, Great Britain, Canada, 
and the United States, also, in the design and construction 
of vegetable oil mills, chemical plants, cement plants, and 
in mining and metallurgical operations associated with blast 
furnaces and steel mills. 

I was with this organization for six years and in addi¬ 
tion to my supervision of design, I also had charge of all 
the inspection, expediting, ocean shipping, specificating 
(sic) writing and purchasing and general office routine. 

The work involved steam power stations, transmission 
lines, substations, by-product coke oven plants and similar 
work to that done by public utilities. 

In this capacity, I personally purchased about 
$28,000,000 worth of material and equipment and handled 
the purchase of over $60,000,000 within this country, in 
Canada, and, after World War I, in various European coun¬ 
tries. 

During this period, I also visited all of the principal 
steel mills in St. Louis, Chicago, Cleveland, Pittsburgh, 
Bethlehem and others in the East and some of those in the 
South. I also had charge of the design of penstocks and 
anchorages for two 15,000 kilowatt capacity hydroelectric 
units operating at 1748 feet net effective head for the 
Andhra Valley Power Supply Company of Bombay, India, 
and [739] made numerous hydroelectric power estimates 
and studies. 

Q. Please describe your duties in your next connec¬ 
tion. A. In July, 1923,1 became associated with the firm 
of McClellan and Junkersfield, Inc., of New York City, first 
as assistant electrical engineer and then on report and 
valuation work. 


Thomas R. Tate, Direct 


243 

In this capacity, I participated in the design ofj Ca- 
hokia Station at St. Louis and the Avon Station at Cleve¬ 
land, of high voltage transmission lines and step-up and 
step-down substations and in the preparation of estimates 
and had charge of the following undertakings: 

Valuation of the Wichita, Newton and Hutchinson, 
Kansas, natural gas properties of the Electric Bond and 
Share Company; 

A report on a steam electric power station and a dis¬ 
trict steam heating station for the City of Toronto, Canhda; 

A report on transportation for the Public Utilities 
Commission of the District of Columbia; 

And a transportation survey for the City of Milwau¬ 
kee, Wisconsin. 

I also assisted and had charge of a portion of thp in¬ 
vestigation of all the Cities Service Company’s utility prop¬ 
erties in the United States and I had charge of the inves¬ 
tigation in the States of Colorado and Wyoming, anjl of 
all the North American Light and Power Company projper- 
ties in St. Louis, Missouri, and southern Illinois, and pre¬ 
pared numerous reports [740] and financial statements 
while with this organization. 

Q. Mr. Tate, will you please describe your next Con¬ 
nection and duties! A. In 1928,1 became chief engineer 
and assistant to the president of the Trojan Engineering 
Corporation of New York City. 

In this capacity, I supervised the design and construc¬ 
tion of hydroelectric stations, steam power plant additions, 
Diesel Engine plants, transmission lines and substations, 
gas works, natural gas pipe lines, gas distribution systems, 
ice plants, irrigation plants and general utility structures. 
I made rate investigations and valuations for rate c&ses 
and for purchase and supervised the numerous investiga¬ 
tions and the preparation of reports involving water power 
studies and additions and betterments to existing systems 
as well as new processes. 
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Q. When did you leave the Trojan Engineering Cor¬ 
poration and what was your next connection? A. At 
the end of 1931,1 left the Trojan Company and in January, 
1932,1 became chief valuation engineer for the Public Utili¬ 
ties Commission of the District of Columbia. 

In this capacity, I had entire charge of the valuation 
of the Washington Gas and Light Company, the George¬ 
town Gas-Light Company, and the Chesapeake and Poto¬ 
mac Telephone Company, and assisted on the valuation of 
the Capital Traction [741] Company and the Washington 
Railway and Electric Company and participated in valua¬ 
tion and rate cases. 

In the Chesapeake and Potomac Telephone case, I pre¬ 
pared a trended cost of reproduction which was accepted 
by the Public Utilities Commission and the company. It 
was based upon trends developed by me largely from the 
Telephone Company’s experience, records and costs. 

Q. When did you become an employee of the Federal 
Government ? A. In September, 1933, I accepted a posi¬ 
tion with the Public Works Administration as Engineer 
Examiner. My w^ork involved the examination and prep¬ 
aration of reports covering the engineering soundness of 
applications for loans by municipalities and private in¬ 
terests for water supply and treatment, sewers, gas sys¬ 
tems, hydroelectric and irrigation projects, Diesel Engine 
plants, and gas and electric distribution systems. 

Q. How long were you with the Public Works Ad¬ 
ministration and what was your next position and your 
duties? A. I left the Public Works Administration on 
December 28, 1933, to accept a position with the Federal 
Power Commission as Director of its National Power Sur¬ 
vey. My duties were as follows: 

Director of National Power Survey, in charge of a 
survey of the water resources of the United States as they 
relate to [742] the conservation, development, control and 
utilization of water power; and of the relation of water 
power to other industries and to interstate and foreign 
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commerce; and of the transmission of electrical energy in 
the United States and its distribution to consumers, j and 
the development of a program of public works. 

From March 26, 1936, to July 1, 1941, I was Chujf of 
Division of Gas and Electric Resources, formerly Division 
of Power Resources and Requirements, in charge of Engi¬ 
neering studies and investigations of the power resources 
of the entire country, including studies of existing and 
potential markets, economic trends; growth of population 
and power demands; studies to encourage and promote co¬ 
ordination of power resources and requirements; investiga¬ 
tions of the ownership, operation, and control of electric 
facilities; investigations of the cost of generation, trans¬ 
mission, and distribution of electric energy; and investiga¬ 
tions relating to the transportation and sale of natural 
gas in interstate commerce, and investigations for other 
purposes; and such other duties as the Commission as¬ 
signed. 

From July 1,1941, to June 13,1942, active duty ending 
April 30, 1942, I was chief of the Bureau of Electrical 
Engineering and Director of the Commission’s National 
Defense Power Staff. My duties were, under the adminis¬ 
trative direction of the Commission and/or the Chairman. 
I supervised and directed; the collection and analysi$ of 
[743] reports covering the operation of utility systems; 
studies of existing power loads and probable power loads 
resulting from war orders; determination of capacity avail¬ 
able to carry loads, and the areas in which additional 
capacity is needed and the amount and kind thereof; col¬ 
laboration with the War Production Board and the Ex¬ 
ecutive Office of the President in locating new industries; 
cooperation with the United States Corps of Engineers, 
the Bureau of Reclamation and the Tennessee Valley Au¬ 
thority in planning of power projects to meet the require¬ 
ments of war industries; collaboration with the War Pro¬ 
duction Board in determining priorities for power facilities 
and the rationing of power in areas having deficiencies; 
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technical studies, in cooperation with the Commission’s 
Bureau of Water Power, relating to power markets for 
dams to be constructed by the government for multi¬ 
purpose river basin developments; investigations and plan¬ 
ning for interconnection and coordination of power supply 
facilities, including new and emergency transmission lines 
where needed; investigations of applications for approval 
of consolidations, mergers, security issues, acquisition or 
disposal of property of utility companies and of interlock¬ 
ing directorates; investigations to determine the jurisdic¬ 
tion of the Commission over electric utility systems; and 
to carrying out of the Commission’s special defense power 
functions as defined in the Federal Power Act and in the 
President’s letter to the Commission of June 14, 1940. 
[744] Q. Will you state when you left the Federal Power 
Commission and describe your next connection and duties? 
A. I resigned from the Federal Power Commission effective 
April 30, 1942, and joined the staff of Chas. T. Main, Inc., 
architects-engineers of Boston, as its Washington repre¬ 
sentative, which position I now hold. 

My work involved valuation and rate cases, investiga¬ 
tions and reports for various agencies of the Federal Gov¬ 
ernment, municipalities, and private interests and has 
covered the fields of hydroelectric power, steam electric 
power stations, Diesel Engine plants, transmission systems, 
munitions plants, natural gas pipe lines and distribution 
systems, and during the World War II, the handling of 
matters with the War and Navy Departments, the War 
Production Board and other war agencies. 

Mr. Sparks: Mr. Examiner, I have a document 
entitled, 11 Cost of Constructing and Reproducing the 
Entire Physical Properties of the Pennsylvania Water 
& Power Company, and Susquehanna Transmission 
Company of Maryland, as of December 31, 1945.” I 
ask that this be marked for identification as Exhibit 
No. 31. 
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Trial Examiner: The document may be marked 
Exhibit 31 for Identification. 

(The document referred to was marked Exhibit 
No. 31 for Identification.) 

[745] By Mr. Sparks: 

Q. Mr. Tate, I hand you a document entitled- 

Mr. Goldberg (interposing): Just a minute. I 
would like to have a copy of it. 

Mr. Sparks : Here is one. I am glad to give you a 
copy of it. 

Mr. Goldberg : Thank you. 


By Mr. Sparks: 

Q. Mr. Tate, do you have a copy of the document to 
which I have just referred, and which has been marked for 
identification as Exhibit No. 31? A. Yes, sir. 

Q. The document entitled in part, “Cost of Construct¬ 
ing and Reproducing the Entire Physical Properties tiff the 
Pennsylvania Water & Power Company and the Susque¬ 
hanna Transmission Company of Maryland as of December 
31st”? A. Yes, I do. 

Q. Can you identify it? A. Yes, I can. 

Q. Mr. Tate, did you prepare this exhibit? A-* It 
was prepared under my direction. 

Q. What is the purport of this exhibit? A. This 
exhibit shows the cost of constructing and reproducing the 
entire physical properties of the Pennsylvania Water & 
Power Company, and its subsidiary company in Maryland, 
[746] the Susquehanna Transmission Company of Mary¬ 
land. 

Q. What is the basis of this exhibit? A. Th^ ex¬ 
hibit represents the results of a study and an investigation 
of the cost of constructing the entire physical properties 
of the two companies as of December 31, 1945, by the use 
of modern construction methods. 
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Q. How much time was spent in this study and investi¬ 
gation? A. The work was started on or about January 
12, 1946, by myself, and beginning on or about January 26 
I had the assistance of several engineers from our home 
office in Boston most of whom had spent a month to six 
weeks going over the property, and I also had the assist¬ 
ance of several of the company’s engineers and accountants 
and clerks, more or less, continuously up to the present 
time. 

Q. Did you examine the properties that you are deter¬ 
mining the cost of reproducing? A. I personally exam¬ 
ined the Holtwood Hydroelectric Plant, the Holtwood Steam 
Plant, the Coal Preparation Plant, the River Coal Plant 
with the exception of floating equipment, all the major sub¬ 
stations, buildings and structures of the companies, several 
of the patrolman’s buildings, some of the buildings in the 
Village at Holtwood, and all of the company’s transmission 
lines at various points. 

Q. How much time was spent in your examination of 
[747] these properties? A. Three consecutive days, plus 
parts of other days. 

Q. Had you at any time previously, visited the Holt¬ 
wood Hydro Plant? A. When I was with the Federal 
Power Commission I visited Conowingo, Safe Harbor, and 
Holtwood in 1935 and I believe I also saw the Holtwood 
Hydro Plant in 1936 at the time of the World Power Con¬ 
ference in Washington, but do not recall going inside the 
plant at that time. 

Q. How complete was your recent inspection? A. I 
examined the hydro plant, steam plant, coal preparation 
plant, river coal plant and some of the major substations 
thoroughly, except for the spillway of the dam at Holtwood, 
which was under water and could not be seen. 

Q. Did you also examine the Safe Harbor Plant? A. 
Yes, sir. 

Q. Mr. Tate, what was the purpose of your examina¬ 
tion of the property of the company? A. The purpose 
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of my examination of the properties was to see the njajor 
items of equipment, the type of structures, the kin^s of 
material used in the construction, and to familiarize myself 
with the methods used in the construction, and the character 
of the soil and rock encountered in the excavation. 

The principal purpose of this examination was to com¬ 
pare [748] the Safe Harbor plant with Holtwood a^ we 
have used the actual cost of constructing Safe Harbor as a 
base for the determination of the cost of reproducing Holt- 
wood. 

I 

• • • 

[749] Q. In what way have you applied the Safe Harbor 
costs? 


[750] Mr. Sparks: Would you like to have the question 
read? 

The Witness : No, sir; I have it. We have applied the 
Safe Harbor costs in three major phases of our work. 

(A) In the use of a composite labor force suclj as 
would be required to reconstruct the Holtwood project, j 

[751] (B) In the use of Safe Harbor costs of excavation 
and concrete work. 

(C) In the application of indirect costs and general 
overhead charges. 

Mr. Goldberg: Is that the end of the answer? 

Mr. Sparks: Yes. 

Mr. Goldberg: I now move to strike the answer, 
Mr. Examiner, because, as I have previously stated, the 
witness is now engaged in setting forth the basis he 
used in reaching his results as set forth in the Exhibit 
31, and I submit, Mr. Examiner, again that if the ex¬ 
hibit is to be rejected, by the same token, this witness 
is not entitled to testify on the methods he followed in 
determining that result. | 
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Trial Examiner: The motion to strike is granted. 
By Mr. Sparks: 

Q. Will you explain the method of applying the Safe 
Harbor composite labor force? 

Mr. Goldberg : The same objection, Mr. Examiner, 
for the reasons already stated. 

Trial Examiner: Objection sustained. 

Mr. Sparks: May I take an exception to Your 
Honor’s rulings and state at this time that the re¬ 
mainder of the testimony of this witness will relate to 
the study of the cost of constructing and reproducing 
the entire physical [752] properties of the Respondents 
as of December 31, 1945, as embodied in the document 
marked for identification as Exhibit 31, and ask for 
Your Honor’s ruling as to whether we shall proceed, or 
whether such testimony is not admissible. 

Trial Examiner: What is meant by that part of 
the heading that embraces “Cost of Constructing”? 
Cost of constructing as of what time? 

Mr. Sparks: As of December 31, 1945. 

Trial Examiner: So much of the exhibit and so 
much of the evidence as counsel would submit as re¬ 
lates to reproduction cost will be excluded. 

Mr. Sparks: Well, if Your Honor please, reproduc¬ 
tion cost may have several connotations. We have here 
an exhibit which has been described as the cost of con¬ 
structing and reproducing the entire physical prop¬ 
erties of these Respondents as of December 31, 1945. 
I don’t know from Your Honor’s ruling what you mean 
by “reproduction cost”—that is, whether your under¬ 
standing of the term “reproduction cost” applies to 
this exhibit. 

Mr. Goldberg : May I inquire- 

Trial Examiner (interposing): The Examiner un¬ 
derstands that what you mean by “reproduction cost” 
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is what is generally known as reproduction cost j new 
in a rate proceeding. 

Me. Spakks: I don’t know that I mean that, if Your 
Honor please. This witness has prepared this study 
and he [753] is prepared to describe it in detail and 
show what it is. I think that is the only logical way 
to determine the character of the study. 

Trial Examiner : The Examiner will inquire of the 
witness if this exhibit does not relate to what is gen¬ 
erally known as reproduction cost as of some date sub¬ 
sequent to the actual date of construction of the prop¬ 
erty. 

The Witness: I might answer that by saying that this 
is not a hypothetical cost of reproducing the property such 
as is commonly considered, but it constitutes for the most 
part a trending of the original dollars of surviving prop¬ 
erty—the original cost of surviving property—trending 
those dollars up to December 31, 1945, price levels. 

Trial Examiner: It does not relate in any way to 
what is known in the Federal Power Act as “Actual 
legitimate original cost”? 

The Witness: Yes, sir, it is related to that in so far 
as the company’s costs themselves are the actual original 
cost of the property. 

Trial Examiner: Those are your starting figures? 
The Witness: Yes, sir. 

Trial Examiner: But your cost of constructing and 
reproducing the entire physical properties of the 
Pennsylvania Water and Power Company and the Sus¬ 
quehanna Transmission Company of Maryland as of 
December 31, 1945, except for the [754] starting fig¬ 
ures, is not actual, legitimate original cost? 

The Witness: Except for the starting figures, and I 
might say that we have eliminated all of the original over¬ 
heads and indirect charges, and have dealt only with labor 
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and materials, trending those labor and materials up to 
the December 31, 1945 price level, but in a few instances 
where modern construction methods would have reduced the 
cost considerably, we have used modern construction 
methods as determined from the cost of the Safe Harbor 
plant which was built in 1930 or 1931. 

Mr. Goldberg: Mr. Tate, may I ask a question, 
Mr. Examiner? 

Trial Examiner: Proceed. 

Mr. Goldberg: Has anybody spent the dollars 
represented by your result? 

The Witness: Spent the dollars? 

Mr. Goldberg: Yes, expended them. 

The Witness: No one has expended them; no, sir. 

Mr. Goldberg : Obviously, Mr. Examiner, it is not 
actual cost, and it is only actual cost with which the 
Commission is concerned. I note that the exhibit con¬ 
tains a column—I think on every page beginning with 
page 1 and running through page 59—entitled “Ac¬ 
tual original Cost of Surviving Property”. I assume 
that that is what it purports to be, and on that assump¬ 
tion, of course, I would not object to [755] that column 
being received in evidence, because as I understand it, 
that is no more than the company’s claimed actual 
legitimate cost as presented by Mr. Gunn, but related 
to surviving property. 

Trial Examiner: Is counsel’s statement as to the 
column headed, “Actual Original Cost of Surviving 
Property,” correct? 

Mr. Sparks: As I understood Mr. Goldberg’s 
statement, he said “Actual Legitimate Cost”. We 
have not placed anything in the record characterized 
as such. Mr. Gunn presented an original cost study. 
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Trial Examiner : Are all these figures to bej found 
in Exhibit 31 for Identification in the column ljieaded 
as described by the Examiner, are they all consistent 
with and to be found in the witness Gunn’s exhibit? 

Mr. Sparks : Let me inquire, Mr. Examiner, j 

Trial Examiner: Very well. 

Mr. Sparks: I might say, if Your Honor please, 
that I am informed by Mr. Gunn that in the study 
which has been presented he has more than the 
$36,414,232 as shown on the first sheet of the tabula¬ 
tions in Exhibit 31. 

Mr. Goldberg: He has about $300,000 m<j)re, I 
think. I suppose that is the overhead. Is that right? 

Trial Examiner: Just a minute. If Mr. Gunn is 
going to testify, he had better testify from the sthnd. 

[756] Mr. Goldberg: Perhaps Mr. Gunn had better tell 
Mr. Sparks and let Mr. Sparks answer. 

The figure of $36,414,232 appearing on page 1 of 
Exhibit 31 in the column entitled, “Actual Original 
Cost of Surviving Property” is the same figurp ap¬ 
pearing in Exhibit 25, pages 2 and 3 as “Total Electric 
Plant in Service.” j 

Mr. Sparks: That is correct. The difference, if 
Your Honor please, between the figures shown iiji Ex¬ 
hibit 31 and the total figures shown on Mr. Gunnjs ex¬ 
hibit 25 is made up of, first, an adjustment as shoijvn in 
line 42 of page 2 of Exhibit 25, and construction Iwork 
in progress as shown in line 44 of page 3 of Exhibit 
25 and Electric Plants Held for Future Use, shown in 
line 25 of Page 3 of Exhibit 25. 

I 

Mr. Goldberg: May I address a question t6 the 
witness Tate? 

Trial Examiner: Yes. I 
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Mr. Goldberg : Mr. Tate, is it not a fact that that 
portion of the title, 4 ‘Cost of Construction,” contained 
on the title page of Exhibit 31 relates to the column in 
the exhibit headed, “Actual Original Cost of Surviving 
Property”? 

The Witness: Well, I think it applies to both columns, 
because the second column is headed, “Trended Construc¬ 
tion Cost as of December 31, 1945.” 

Mr. Goldberg: You say it applies in the second 
column because you use the first column as a jumping- 
off [757] point? 

The Witness: We use a part of it. It is put there for 
comparison. We eliminated the overheads and used only 
the actual costs of labor and material. 

Mr. Goldberg: And the column has been included 
for comparative purposes only? 

The Witness: That is right. 

Mr. Sparks: You are speaking now with respect 
to Mr. Goldberg’s last question of the column headed, 
“Actual Original Cost of Surviving Property” on page 
1 of the tabulation Exhibit 31? 

The Witness: Yes, sir. 

Trial Examiner: The Examiner will not receive 
evidence of trended construction costs as of December 
31, 1945. 

Mr. Sparks: Well, now, may I ask if Your Honor 
intends that ruling to apply to Exhibit 31 marked for 
Identification in whole? 

Trial Examiner: If the exhibit is offered as an 
entirety, the Examiner will be compelled to exclude it 
because of the inclusion therein of trended construc¬ 
tion costs, but if the actual original cost of surviving 
property were offered independently, the Examiner 
would receive it. 
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Mr. Sparks: Then, to refer to the testimony at 
this moment, if Your Honor please, may I say tljat all 
of the [758] testimony which Mr. Tate would give at 
this time would relate to Exhibit 31 as a whole. 

Trial Examiner : He will testify to actual original 
cost of surviving property? 

Mr. Sparks : I think if 1 may put a question to the 
witness, if Your Honor please? 

Trial Examiner: You may inquire of the witness. 

By Mr. Sparks: 

Q. What data would you testify to as to the source of 
the figures shown under the columns headed, “Actual 
Original Cost of Surviving Property”? A. That Ithose 
figures were furnished to me by the company. 

Q. Furnished you by the company? A. Yes. 

Trial Examiner : That would be the sum and sub¬ 
stance, substantially, of your testimony with regard to 
actual cost? 

By Mr. Sparks : 

Q. Would that be the same as the testimony with 
regard to actual original cost? A. We have made some 
examinations ourselves of some of the items in order to 
trend the cost, but so far as the figures set forth in thisj first 
column are concerned, they were furnished us by the com¬ 
pany. 

Q. Mr. Tate- 

[759] Mr. Goldberg (interposing): Mr. Sparks, it is a 
fact that the data is not being offered in suppoji; of 
the company’s claim of cost or claim related to original 
cost; is that so ? 

Mr. Sparks: That is correct. 

Mr. Goldberg : In that event, the figures in that 
column, Mr. Examiner, are already in the record in 
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Exhibit 25, and of course, there is no need to duplicate 
them. 

Trial Examiner : With that understanding of 
what the witness’ testimony will be, the Examiner will 
rule that the testimony will not be received in evidence. 

Mr. Sparks : That is on the understanding of what 
we have stated as to what this testimony of the witness 
will be related to Exhibit No. 31 for Identification? 

Trial Examiner: Yes. 

Mr. Sparks: Very well, sir. I desire to make a 
proffer. 

Trial Examiner: Is this proffer in narrative 
form? 

Mr. Sparks: It is. 

Trial Examiner : Proceed. 

Mr. Sparks : I desire to make the following proffer 
of reproduction costs concerning both Exhibit 31 for 
Identification and the testimony of the witness: 

On behalf of the Pennsylvania Water & Power 
Company and the Susquehanna Transmission Company 
of Maryland we offer in evidence Exhibit No. 31 and 
the testimony of Mr. Thomas R. Tate, Washington rep¬ 
resentative of the firm of Charles T. Main, [760] In¬ 
corporated, in explanation and support of said exhibit. 
Mr. Tate is a graduate engineer of the University of 
Missouri with the Degree of Bachelor of Science, Elec¬ 
trical Engineering, 1912. He had several years’ ex¬ 
perience with operating utilities in various depart¬ 
ments before graduation and since graduation has had 
thirty-four years’ experience, four years with operat¬ 
ing utilities and twenty years with consulting engineers 
and engineering and constructing organizations, and 
ten years of government experience of which 8% years 
were with the Federal Power Commission, and IV 2 
years with the Public Utilities Commission of the Dis- 
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triet of Columbia. His experience covers the design, 
construction, operation and valuation of utility prop¬ 
erties and industrial plants. He is a fellow in the 
American Institute of Electrical Engineers, a meipber 
of the American Society of Mechanical Engineers, 
American Society of Civil Engineers and other engi¬ 
neering organizations, and a registered professibnal 
engineer of the State of New York. He has given testi¬ 
mony before various utility regulatory commissions, 
and Federal District Courts. The exhibit is entitled 
“Cost of Constructing and Reproducing the Entire 
Physical Properties of the Pennsylvania Watejr & 
Power Company and the Susquehanna Transmission 
Company of Maryland as of December 31,1945 .’ 9 ^his 
exhibit and the testimony in connection therewith! es¬ 
tablishes the cost of construction and reproduction post 
new of the physical [761] property of these companies 
in the amount of $62,410,377. 

This cost of reproducing the properties of the two 
companies is not a hypothetical cost of reproduction 
containing various speculative assumptions. It is, in 
fact, an adjusted trend to December 31, 1945, price 
levels of the actual original dollars invested in the 
surviving property. 

The exhibit and testimony are based upon the fol¬ 
lowing premises: 

1. That the entire properties would be reproduced 
identically as they were originally constructed, except 
some minor items no longer obtainable in which c^se, 
the cost of the nearest equivalent modern substitute 
was used. 

2. That substantially the same construction period 
as was encountered in construction of the Safe Harbor 
project was used in reproducing the hydroelectric pl^nt, 
and that the Holtwood Steam Plant would be Con¬ 
structed during a portion of the same period. 
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3. That similar climatic and river flow conditions 
prevailed. 

4. That the modern construction methods, facili¬ 
ties, and procedure that were actually used in. the 
original construction of Safe Harbor would be repeated 
in reproducing the Holtwood Hydroelectric plant and 
similar modern methods would be employed in repro¬ 
ducing the Holtwood Steam Plant. 

5. That modern construction methods would also 
be used [762] in reproducing the transmission lines, 
substations and other property of these companies. 

6. That wages and material prices would remain 
as they were on December 31, 1945, throughout the 
entire reproduction period. 

7. That sufficient labor would be available to re¬ 
produce the properties at the wage rates prevailing 
as of December 31, 1945. 

8. That sufficient materials and equipment would 
be available at published and quoted prices on Decem¬ 
ber 31, 1945, within prevailing OPA and other govern¬ 
mental regulations. 

The adoption of the above premises considerably 
simplifies the determination of the reproduction cost 
and makes the total cost conservatively below the 
probable cost if the properties were to be constructed 
today; because there have been increases in wage rates 
and material prices since December 31, 1945. 

Exhibit No. 31 and the testimony of Mr. Tate in 
support thereof are offered for the following purposes: 

1. As a basis for determining the extent of the 
justification for the replacement of property so that 
the integrity of the original investment of the owners 
of this property will remain unimpaired. 

2. To be used in connection with determining the 
rate of return approximately applicable to whatever 
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rate [763] base or bases the Commission may deter¬ 
mine, so as to test the propriety and reasonableness of 
the rate of return and the return and the return allow¬ 
ance by comparison with the returns currently available 
to other and competitive enterprises of corresponding 
risk and uncertainty. 

3. To be considered and weighed by the Cominis- 
sion in determining the reasonableness of any of the 
rates, charges or classifications of Respondents as inay 
be subject to the jurisdiction, if any, of the Cominis- 
sion by determining the fair value of the properties 
of Respondents used and useful in the rendering of the 
particular services for which such rates, charges hnd 
classifications are demanded, observed, charged or Col¬ 
lected, and by determining the fair return allowable 
on such fair value. 

Do I understand that Your Honor rules that Ex¬ 
hibit 31 marked for Identification is not admitted in 
evidence? 

Trial Examiner: May the Examiner see counsel's 
statement as he has read it? 

Mr. Sparks: Yes. Also, I would like to inquire 
whether Your Honor rules that the testimony in regard 
to Exhibit 31, whether that is admitted in evidence? 

Trial Examiner : Exhibit 31 for Identification \yill 
not be received in evidence. The testimony of the fit¬ 
ness as embraced in counsel’s proffer of proof will not 
be [764] received in evidence. 

Mr. Sparks: We take an exception, if Your HoCor 
please. 
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[765] WILFRED McGREGOR HALL, 

was sworn as a witness for and on behalf of the Respond¬ 
ent, and after being examined testified as follows: 

Direct Examination. 

By Mr. Sparks: 

Q. What is your name ? A. Wilfred McGregor Hall. 

[766] Q. What is your occupation? A. I am an engi¬ 
neer. 

Q. Where do you live? A. 1514 Beacon Street, 
Brookline, Massachusetts. 

Q. Where did you receive your education? A. I am 
a graduate of the University of Colorado, Boulder, Col¬ 
orado, in 1916. Majored in hydraulic engineering and re¬ 
ceived a degree B. S. in Civil Engineering. 

Q. By whom are you employed? A. I am a director, 
stockholder and active member of the firm of Charles T. 
Main, Inc., 201 Devonshire Street, Boston, Massachusetts. 

Q. Are you a licensed engineer? A. I am a licensed 
professional engineer in the State of New York, and the 
insular possession of Puerto Rico. I have been a senior 
member of the American Society of Civil Engineers since 
1928 and have been listed in “Who is Who” in Engineering 
since 1937. 

Q. How long have you been engaged in practice in en¬ 
gineering? A. 30 years, chiefly in hydroelectric develop¬ 
ment including dams, power plants, reservoir relocations, 
construction, preliminary investigations, designs, hydraulic 
and power studies, cost estimates, large and small projects 
for 24 years; and consulting engineering, sales [767] engi¬ 
neering, steam plant construction, industrial plant construc¬ 
tion, marine construction and military service for the re¬ 
maining six years. I have been employed in an executive 
and administrative capacity for the past 24 years. 

Q. How much of the time was spent on actual con¬ 
struction? A. 14 years, including work as field and as¬ 
sistant engineer on three projects covering the period of 
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three years. Engineer in charge or superintendent oil six 
projects covering the period of eleven years. 

Q. What is your experience in engineering design? 
A. Seven years, covering various types of permanent struc¬ 
tures and construction plants as well as various tempdrary 
structures, camps, villages, offices, shops and coffer (Jams 
of various types. My designing experience covers pre¬ 
liminary studies, preliminary designs, appraisals and re¬ 
ports on power and industrial plants and projects. 

Q. Have you been design and construction manager of 
large projects? A. Yes. I held that position on three 
projects covering a period of four years. 

Q. Have you conducted preliminary investigations of 
various projects? A. Yes. I spent approximately three 
years entirely in this work. 

[768] Q. And you have spent some time in consulting, pies 
and the army? A. Yes, two years. 

Q. In connection with all of this work, have you rpade 
a great many estimates of the cost of engineering work? 
A. Yes, over a period of 25 years, I have made estimates 
for twenty or more large construction projects which -Were 
actually constructed and have made sixty or more bi^s or 
preliminary estimates on projects of various sizes. I have 
also made estimates and appraisals for many types of struc¬ 
tures chiefly in connection with hydroelectric developments. 

Q. What are the nature of projects on which you have 
gained your construction experience? A. Dams, d^kes, 
coffer dams, canals, revetments, pipe lines, flumes, pen¬ 
stocks, surge tanks, reservoirs, power plants, pumping 
plants, switch yards, transmission lines and tunnels. 

Q. And you have done design estimates and prelim¬ 
inary investigation in connection with all those types of 
structures? A. Yes, and also in connection with caissons, 
marine construction, building construction, industrial con¬ 
struction, docks and bridges. 

Q. Have you laid out construction plant, designed and 
specified proper construction equipment for numerous [769] 
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projects? A. Yes, that has been a part of my experience 
for some twenty years. 

Q. Will you please give us a record of your employ¬ 
ment since you have been practicing engineering? A. 
From May, 1916, to December, 1917, I was employed by 
Chas. T. Main, Inc., as field and assistant engineer on the 
Holter hydroelectric project for the Montana Power Com¬ 
pany. This was a 70,000 hp installation costing about 
$6,000,000 and included 300,000 cubic yard gravity concrete 
dam. 

From January, 1918, to March, 1918, inclusive, I was 
superintendent of construction for the U. S. Indian Irriga¬ 
tion Service on a small flood control project involving earth 
and rock jetties, dykes and small dams. 

From May, 1918, to December, 1918, I was in the U. S. 
Army discharged as a Second Lieutenant. 

From January, 1919, to January, 1920, inclusive, I was 
employed by J. A. P. Christfield Contracting Company 
now United Engineers and Constructors on the Stevenson 
hydroelectric project of the Connecticut Light and Power 
Company which involved the installation of a 200,000 cubic 
[yard] gravity dam, ultimate capacity of 50,000 hp and 
expenditure of about $6,000,000. 

From February, 1920 to April, 1920, I was resident 
[770] engineer for Chas. T. Main, Inc., on mill building 
construction costing about $300,000 for the Sanford Mills, 
Fall River, Massachusetts. 

From May, 1920, to March, 1921,1 was in direct charge 
of a portion of the field investigation of hydroelectric sites 
located on tributaries of the Congo River, Africa. I was 
employed under Mr. W. F. Uhl, member of the firm of Chas. 
T. Main, Inc., in this investigation for the Union Miniere du 
Haut Katanga, Elizabethville, Belgian Congo, Africa, for 
the proposed construction of high concrete dams and large 
power installations. 

From April, 1921, to August, 1922, inclusive, I was em¬ 
ployed by Chas. T. Main, Inc., in connection with the design 
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and completion [of] plans for several projects in tie Bel¬ 
gian Congo, Africa, and several minor hydroelectric 
projects. 

From September, 1922, to April, 1924, I was employed 
by the U. G. I. Contracting Company, now United Engineers 
and Constructors, on preliminary investigation of hydro¬ 
electric developments for the Connecticut Light and Power 
Company and the Gloversville New York Utility Company 
and during this period in 1923,1 worked on special designs 
and construction for a steam power plant. 

From May, 1924, to November, 1925,1 was in engineer¬ 
ing charge and later construction superintendent for the 

[771] U. G. I. Contracting Company on the Soft Maple 
hydroelectric project of the Northern New York Utilities, 
Inc. This project involved a 30,000 hp installation an^J cost 
approximately $3,500,000. 

From December, 1925 through June, 1926 I vjus in 
charge of field investigation on the Housatonic River for 
the Connecticut Light and Power Company. These' were 
preliminary investigations involving large concrete! earth 
dam projects and power plants. 

From July, 1926, to July, 1928, I was employed by the 
U. G. I. Contracting Company on the Rocky River hydro¬ 
electric project of the Connecticut Light and Power'Com¬ 
pany. The project involved the construction of earth dams, 
dykes, canals, generating station and pumping plant. I 
was in charge of engineering and general superintendent 
of the project, and in 1928 was also district construction 
manager. My duties not only included the complete hydro¬ 
electric project, but also supervision of construction of vari¬ 
ous substations and transmission line installation. 

From August, 1928 to December, 1928, I was in charge 
of construction on a harbor pipe line installation fofr the 
New Haven Gas Company, involving the construction of 
6,000 lineal feet in tide water, 40 feet deep. 

From January, 1929 to June, 19311 was superintendent 

[772] of construction in charge of engineering and construe- 
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tion on the Jerry O’Connell, Banaeiras, Brazil, hydroelec¬ 
tric project owned by the Compania Electrica de Bahia. I 
was employed by the Electric Bond and Share Company 
and the project involved the construction of a hollow, mul¬ 
tiple arch concrete dam about one-third of a mile long. 
The entire project cost approximately $6,000,000. 

From July, 1931 to June, 1932, I was engaged in the 
sale of used construction equipment and steel sheet piling 
in New York City. 

From July, 1932 to October, 1932 I was located in New 
York City engaged in the practice of consulting engineer. 

From 1933 to April, 1937, I was construction engineer 
in charge of construction on the Wheeler Dam and power 
plant project of the Tennessee Valley Authority. The ulti¬ 
mate cost of this project was approximately $45,000,000. 

From July, 1937 to July, 1941,1 was employed as man¬ 
ager of construction and design on several projects for the 
Insular Government of Puerto Rico, costing about 
$13,000,000. The projects involved the construction of 3 
power plants for an installed capacity of 50,000 kva and 
included 500,000 cubic yards of concrete, 2,000,000 cubic 
yards of earth excavation and fill, 1,000,000 cubic yards of 
rock excavation, 3 tunnels, totaling 3 miles in length, 10 
miles of concrete and steel pipe, electrical substation [773] 
and transmission lines. 

From August, 1941 to date, I have been with the firm 
of Chas. T. Main, Inc. I have been an active member of the 
firm and a stockholder since October, 1942 and a director 
since January, 1943. My duties are those of a consultant 
and executive in connection with designs, construction and 
appraisals of hydroelectric water supply, water treatment 
and industrial projects. 

Hydroelectric power plant designs totaling 1,200,000 
kw in six projects for the U. S. Army Engineers—including 
Wolf Creek—300,000 kw, Dale Hollow—60,000 kw, Center 
Hill—150,000 kw and Table Rock—140,000 kw. Also during 
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this period, I have made appraisals of hydroelectric project 
with a total capacity of 250,000 kw. 

Q. Mr. Hall, have yon been engaged in making certain 
studies and estimates related to the properties of the Penn¬ 
sylvania Water and Power Company and the Susquehanna 
Transmission Company of Maryland? A. I have. 

Q. Would you please explain the nature of these studies 
and estimates? A. My work has consisted mainly of 
making estimates of the cost of a substitute plant. 

Q. Just what do you mean by substitute plant? A. 
In our studies of the Pennsylvania Water & Power [774] 
Company and the Susquehanna Transmission Company of 
Maryland properties, consideration was given to the fact 
that changes in the art had taken place since some of these 
properties were originally constructed and estimates \tfere 
made of the cost as of December 31, 1945 of building mod¬ 
ern plants to take the place of those presently in use. 

Q. Did these estimates cover all of the propertied of 
these companies? A. No, the items covered by the Sub¬ 
stitute plant estimates were, first, the Holtwood Hy^iro 
Plant with the exception of three items, namely land and 
land rights, the operators’ village and roads, railroads and 
bridges; second, the Holtwood Steam Plant excluding the 
river coal plant and third, that portion of the two com¬ 
panies ’ transmission plant represented by the HoltwOod 
Substation, the 66 KV Transmission lines between Holt¬ 
wood and the Highlandtown Substation and the Highland- 
town substation itself, excluding only such land and land 
rights as are associated with them. 

Q. And how were these estimates related to the stijdy 
which has been marked for identification Exhibit $1? 
A. I have prepared a summary and an outline of the pro¬ 
cedure followed in estimating the substitute plant and the 
manner of combining these estimates with costs shown in 
the study marked for identification as Exhibit 31 to deter¬ 
mine the cost as of December 31, 1945 of rebuilding [7^5] 
all of the properties of these tw T o companies. 
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Mr. Sparks: Mr. Examiner, I have a document en¬ 
titled “Pennsylvania Water & Power Company and the 
Susquehanna Transmission Company of Maryland, out¬ 
line of Estimating Procedure, substitute and reproduc¬ 
tion plant costs as of December 31, 1945 ,’ 9 w T hich I ask 
to be marked for identification as Exhibit 32. 

Trial Examiner: The document may be marked 
Exhibit 32 for Identification. 

(Document marked for identification Exhibit No. 

32.) 

By Mr. Sparks : 

Q. Mr. Hall, do you have before you the document to 
which I have just referred, which has been marked for 
identification as Exhibit 32? A. I do not. 

Q. I will now hand it to you. Do you now have it? 
A. I now have it. 

Q. As I understand it, the first pages in the exhibit 
marked for identification as Exhibit 32 contain a descrip¬ 
tion of your procedure in arriving at the summary shown 
on pages 12, 13 and 14 and the remaining pages show cer¬ 
tain supporting data. Is that correct? A. Yes, sir. 

Q. Now, please, what do the various columns in the 
summary sheets 12, 13 and 14 of the exhibit marked for 
[776] identification as Exhibit 32 show”? 

Mr. Goldberg : Mr. Examiner, may we have a state¬ 
ment from counsel as to the purpose of Exhibit 32 for 
Identification, and the testimony? 

Mr. Sparks: The purposes, I will state, briefly, at 
this time are related to the rate of return study, and to 
contentions that may be made by the company for rate 
base and to our depreciation studies. 

Trial Examiner : The relationship with respect to 
these studies set forth is on the basis on substitute 
plant based on the trended cost? 
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Mr. Sparks: Page 12 of the exhibit- 

Trial Examiner: (Interposing.) Based on what 
theory of cost? 

Mr. Sparks: I think that if Yonr Honor would not 
mind having the witness answer that, he could do it 
better than I. 

[777] The Witness: Based upon the substitute plant as a 
plant of modern design as described here in the exhibit. 

Trial Examiner: Using what? 

The Witness: Using a plant of modern design, prac¬ 
tice and construction costs as of December 31, 1945. 

Trial Examiner: Construction costs as of Decem¬ 
ber 31,1945? 

The Witness: Yes. That applies to a large portion 
of the features of the plant. Other features are presumed 
to be the same as the original, and in some cases, sqch as 
the matter of railroad relocation where items are turned 
over to these other parties at the time of reconstruction. 

Mr. Goldberg : Mr. Examiner, is this witness being 
offered to testify as to the alleged actual depreciation 
of the properties of the Susquehanna Transmission 
Company of Maryland and the Pennsylvania Walter & 
Power Company? 

Mr. Sparks : He is not. 

Mr. Goldberg: What is the pending question? 

(The pending question was read.) 

Mr. Goldberg: Mr. Examiner, for the reasons al¬ 
ready stated in connection with Exhibits 30 and 31, I 
object to the question. 

Trial Examiner: Objection overruled. 

The Witness: The first column shows the trended cost 
statement which has already been described. The second 
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[778] column represents the trended costs of the original 
plant items which are substitute plant the estimate is to 
replace. The third column show’s that portion of the 
trended cost statement which represents property of mod¬ 
ern design and for w r hich no substitution would be made 
today that would differ materially in design, performance 
or cost. 

The fourth column is a summary of the substitute plant 
estimate. 

The fifth column is the sum of columns 3 and 4. This 
sum shown in Column 5 represents the cost at December 
31, 1945, of rebuilding all of the properties of these two 
companies in accordance with modern design and practice. 

The figures shown for land and land rights, Account 
340 in Columns 1, 3, 4 and 5 were obtained from the com¬ 
pany. 

By Mr. Sparks: 

Q. What is the total cost of rebuilding all of this prop¬ 
erty as of December 31,1945 ? 

Mr. Goldberg: Objection, Mr. Examiner, for the 
reasons already stated. 

Trial Examiner : The objection is sustained. 

Mr. Sparks : May I say at this point, if your Honor 
please, that all of the rest of the testimony which we 
would offer through Mr. Hall will relate to the exhibit 
marked for identification No. 32. Is it the Examiner’s 
ruling that that testimony will not be or is not ad¬ 
missible in evidence? 

[779] Trial Examiner: It is. 

Mr. Sparks: I take an exception. We desire to 
make an offer at this time, if your Honor please, of 
the testimony which would be tendered in the record 
by Mr. Hall, of Exhibit 32. 
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On behalf of the Pennsylvania Water & Power 
Company and the Susquehanna Transmission Com¬ 
pany of Maryland, we offer in evidence Exhibit No. 32 
and the testimony of Mr. W. M. Hall, member of the 
firm of Chas. T. Main, Inc., in explanation and Sup¬ 
port of said exhibit. Mr. Hall, an active member of) the 
firm of Chas. T. Main, Inc., is a graduate of the Uni¬ 
versity of Colorado, a member of the American So¬ 
ciety of Civil Engineers and a licensed professional 
engineer of the State of New York. His engineering 
experience covers a period of 30 years during which 
time he has been active in design, supervision and con¬ 
struction of power plants both steam and hydr<} as 
well as having had a vast experience in other engineer¬ 
ing fields. The exhibit is entitled “Substitute and'Re¬ 
production Plant Costs as of December 31, 1945.’ ’ 
This Exhibit 32 and the testimony in connection there¬ 
with establishes the cost of a modern substitute plant 
in the amount of $55,394,792. This study shows',the 
cost of a modern substitute plant at the same location, 
of the same capacity and capable of performing the 
same functions as property of present companies flow 
perform. It is based upon the following premises: 

[780] 1. That a modern new hydroelectric plant w<juld 

be substituted for the Holtwood hydroelectric plant ^nd 
located at the same site. 

2. That a modern new steam-electric power sta¬ 
tion and coal preparation plant would be substituted 
for the present Holtwood steam station and coal 
preparation plant and located at the same site. 

3. That the two 25 cycle transmission lines run¬ 
ning from Holtwood Substation to the Highlandtown 
Substation in Baltimore would be replaced with a mod¬ 
ern transmission line of higher voltage and locaited 
along the same right of way but with a 50 foot wider 
right of way wherever required. 
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4. That the Holtwood Substation and the High- 
landtown Substation would be replaced with modern 
substitutes and located at the same sites. 

5. That all the other properties of the Pennsyl¬ 
vania Water & Power Company and Susquehanna 
Transmission Company of Maryland would be repro¬ 
duced exactly as they now exist which includes land 
and land rights, roads, railroads, trails, the Holtwood 
Village, the transmission lines other than the 25 cycle 
Holtwood to Highlandtowm lines, and the substations 
other than Holtwood and Highlandtown, together with 
all other general plant. 

6. That the costs shown in this study for the iden¬ 
tical items replaced as referred to in paragraph 5 
above, were [781] obtained from company Exhibit 31, 
entitled “Cost of Constructing and Reproducing the 
Entire Physical Property of the Pennsylvania Water 
& Power Company and Susquehanna Transmission 
Company of Maryland as of December 31, 1945. ” 

7. That as to the items which are not identically 
reproduced, the new structures, equipment, and so 
forth, would be those used in a modern plant con¬ 
structed today at the same location in a plant of like 
capacity and capable of performing the same func¬ 
tions that the companies’ present plant now performs. 

8. That substantially the same construction pe¬ 
riod as was encountered in the construction of Safe 
Harbor and other similar large projects was used in 
reproducing the substitute plant. 

9. That average climatic and river flow conditions 
prevail. 

10. That the modern construction methods, facili¬ 
ties, and procedure that were actually used in the origi¬ 
nal construction of Safe Harbor and other large 
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projects would be repeated in reproducing the substi¬ 
tuted portions of the companies * plant. 

11. That wages and material prices would remain 
as they were on December 31, 1945, throughout th^ en¬ 
tire reproduction period. 

12. That sufficient labor would be available at the 
[782] prevailing wage rates used to reproduce the 
properties. 

13. That sufficient materials and equipment wbuld 
be available at present published and quoted prices 
within prevailing OPA and other governmental regu¬ 
lations. 

Exhibit No. 32 and the testimony of Mr. Hall in 
support thereof are offered for the following pur¬ 
poses : 

1. As a basis for determining the extent of the jus¬ 
tification for the replacement of property, for deter¬ 
mining the proper accruals for the depreciation in the 
property so that the original investment of the own¬ 
ers in property will remain unimpaired. 

2. To be used in connection with determining the 
rate of return appropriately applicable to whatever 
rate base or bases the Commission may determine, so 
as to test the propriety and reasonableness of the i]ate 
of return and the return allowance by comparison with 
the returns currently available to other and competi¬ 
tive enterprises of corresponding risk and uncertainty. 

3. To be considered and weighed by the Commis¬ 
sion in determining the reasonableness of any of the 
rates, charges or classifications of Respondents as may 
be subject to the jurisdiction, if any, of the Commis¬ 
sion, by determining the fair value of the properties of 
Respondents used and useful in the rendering of the 
particular service for which such rates, charges and 
classifications are demanded, observed, charged [783] 
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or collected, and by determining the fair return allow¬ 
able on such fair value. 

I understand, if your Honor please, that your 
Honor rules that Exhibit 32 marked for Identification 
and the testimony of Mr. Hall with regard to that ex¬ 
hibit are not to be admitted? 

Trial Examiner: May I see counsel’s statement 
as he read it? 

Mr. Sparks: Yes, sir. (Handing paper to Trial 
Examiner.) 

Trial Examiner: Exhibit 32 for Identification will 
not be received in evidence and the testimony of the 
witness Hall likewise will be excluded in so far as the 
testimony has been described in counsel’s offer of 
proof. 

Mr. Sparks : May I ask whether your Honor rules 
that if the testimony of Mr. Hall be not fully described 
in the proffer such as that if I say that all of Mr. Hall’s 
testimony which he would give would relate to Exhibit 
32, that that testimony would likewise be excluded? 

Trial Examiner: Yes. 

Mr. Sparks: I take an exception. 

• * • 

[795] Trial Examiner: The Examiner will not receive the 
testimony to which counsel has referred. 

Mr. Sparks: Very well, sir. We take an excep¬ 
tion to the Examiner’s ruling excluding the evidence, 
and I will make an offer of proof. 

We offer the testimony of Roland L. Bortner, 
assistant secretary and right-of-way engineer for the 
Pennsylvania Water & Power Company, as follows: 
That Mr. Bortner is a graduate of the Baltimore 
Polytechnic Institute, has attended Pennsylvania State 
College and Johns Hopkins University, that he has 
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had experience in purchasing and valuing rights-of- 
way since 1923. Between June, 1919, and 1920 he held 
positions connected with land and right-of-way surveys 
with the Baltimore & Ohio Railroad and the Cijty of 
Baltimore. He has had experience in the valuation of 
land and land rights since 1923 with the Pennsylvania 
Water & Power Company. He cooperated with the 
War Department in the acquisition of a right-oij-way 
between Gunpowder and Magnolia, Edgejvood 
Arsenal, and in the last five years has done consider¬ 
able work for the Consolidated Gas Electric Light & 
Power Company of Baltimore in connection with the 
acquisition of rights of way in [796] Baltimore County, 
Maryland. That he made appraisals of the fair 
market value of the land and land rights of the Penn¬ 
sylvania Water & Power Company and Susquehanna 
Transmission Company of Maryland as of December 
31, 1945, covering transmission line rights-of-wayj and 
substation or terminal sites listed in Account 340 ^ised 
by the witness Tate in his reproduction study, Exhibit 
31, and testimony, in the amount of $4,027,220,1 and 
used by the witness Hall in his substitute plant study, 
Exhibit 32, and testimony, in the amount of $4,080,689. 

The testimony of the witness Bortner is offered 
as evidence of the fair value of land and land rights of 
the Respondents carried in Account 340 for rate base 
purposes and for any other appropriate purpose. 

And I understand that your Honor’s ruling is that 
such testimony would not be admitted? 

Trial Examiner : That is correct. 


[797] Trial Examiner: The hearing will be in order. 
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Whereupon 

HERBERT B. DORAU, 

a witness produced on behalf of the Respondents, being 
first duly sworn, testified as follows: 

Direct Examination. 

By Mr. Hull: 

Q. Please state your name, address and occupation. 
A. My name is Herbert B. Dorau, I reside at 268 Moun¬ 
tain Avenue, Ridgewood, New Jersey. I am a professor 
of Economics in New York University, chairman of the 
Department of Public Utilities and Transportation in the 
School of Commerce of New York University, and profes¬ 
sor in the Graduate School of Business of New York Uni¬ 
versity. I have been a consulting economist for more than 
twenty years. 

Q. Will you summarize your education and profes¬ 
sional training? A. I was graduated from Lawrence 
College, Appleton, Wisconsin, in 1919 with an A. B. de¬ 
gree. After one year of graduate study in economics at 
the University of Wisconsin I was granted an M. A. de¬ 
gree. I continued graduate study at the University of 
Wisconsin in the field of public utilities and transportation 
while serving as an instructor. The University of Wiscon¬ 
sin granted the Ph. D. degree in 1928. 

[798] During the years 1920-1925 I was an instructor at 
the University of Wisconsin teaching courses in economics, 
transportation, money and banking and corporation 
finance. 

In 1925 I accepted appointment as assistant professor 
of Economics in charge of instruction in public utilities at 
Northwestern University School of Commerce. 

In 1928 I became associate professor. In 1929 North¬ 
western University granted me a year’s leave of absence 
during which time I engaged in economic and financial con¬ 
sulting work in New York. My leave of absence was ex¬ 
tended for a second year during which year I was a lecturer 
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in Public Utilities in New York University while engaging 
in financial consulting work. 

Since 1932 I have been on the faculty of New I York 
University, as associate professor of Economics to 1936 
and as professor of Economics since that time. 

During the years 1921 to 1929 I was successively re¬ 
search assistant, research instructor and research associate 
in the Intitute for Economic Research, engaging in aid di¬ 
recting economic research in the fields of public utilities 
and urban land economics. 

I am the author of the following books and articles— 
and I will be glad to shorten the proceedings and offer this 
for the record if you so desire. 

• • # 

[799] Trial Examiner: You may do so, and the reporter 

will incorporate it into the record at this point, i 

(The books and articles referred to are as folldws:) 

Boohs 

“The Changing Character and Extent of Public Owner¬ 
ship in the Electric Light and Power Industry 

“Urban Land Economics” (with A. G. Hinman) \ 

“Materials for the Study of Public Utility Eco¬ 
nomics ’ ’; joint author; 

“Economic Principles and Problems;” 

“Planned Society, Yesterday, Today and Tomorrow;” 

“Real Estate Merchandising.” 

Articles and Research Reports 

“Public Utility Financing, 1919-1925.” Journal of 
Land and Public Utility Economics, July, 1925. 

“Public Utility Financing, a Review of 1925.” Journal 
of Land and Public Utility Economics, April, 1926. 

“The Cost of Railway Capital Under the Transporta¬ 
tion Act of 1920.” American Economic Review— 
March, 1927. Journal of Land and Public Utility 
Economics, February, 1927. 
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“The Rise and Decline of Municipal Ownership in the 
Electric Light and Power Industry of Wisconsin. ” 
Journal of Land and Public Utility Economics, 
May, 1927. 

[800] “Municipal Ownership in the Electric Light and 

Power Industry of Massachusetts.’ ’ Journal of 
Land and Public Utility Economics, August, 1927. 

“Some Measures and Measurements of Telephone Util¬ 
ity Taxation.” Journal of Land and Public Utility 
Economics, November, 1927 (co-author). 

“Gross and Net Earnings of Public Utility Enterprises 
Exclusive of Steam Railway, Telephone and Tele¬ 
graph Utilities, 1913-1926.” Journal of Land and 
Public Utility Economics, February, 1928. 

“Appliance Merchandising Policies and the Future of 
Gas—Should the Gas Company Set the Standard 
for Appliance Selling in the Territory Served with 
Its Products?” Gas Age Record, March 3,10, and 
17, 1928. 

4 4 Cost of Railway Capital. 9 ’ Journal of Land and Pub¬ 
lic Utility Economics, May and November, 1928. 

44 The New Competition—How to Meet It.” American 
Gas Association Monthly, December, 1928. 

4 4 Cost of Railway Capital. ’ 9 Journal of Land and Pub¬ 
lic Utility Economics, May, 1928. 

4 4 Railroads ’ Command of Capital . 9 9 Investment Bank¬ 
ing, August, 1931. 

Some Economic Considerations Bearing on 
the Place and Significance of the Holding Com¬ 
pany in the Organization and Functioning of the 
Public Utility Industries, Submitted to the Com¬ 
mittee on Interstate Commerce of the United 
States Senate, May 1, 1935. pp. 24. 

44 Some Alternative Bases for Public Power Projects.” 
The Southern Economic Journal, April, 1938. 

[801] “Dispersion of Prices for Domestic Electric Serv¬ 

ice.” Public Utilities Fortnightly, June 9, 1938. 
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“Rates in the Electric Industry Under Municipal 
Ownership.” Annals of the American Academy 
of Political and Social Science, January, 1939. 

“The Impact of Economics on Accounting.’’ Edison 
Electric Institute Bulletin, January, 1939. 

“The Outlook for Public Utilities.” Trusts andj Es¬ 
tates, January and February, 1939. 

“Public Utilities Accounting.” The New York Cer¬ 
tified Public Accountant, May, 1941. 

“Economic Implications of Public Utility Deprecia¬ 
tion Accounting.” The New York Certified Public 
Accountant, June, 1944. 

“Socialized Transport and the Future of Enterprise.” 
Railway Age, June, 1944. 

By Me. Hull: 

Q. Will you state in somewhat greater detail the (jhar- 
acter and range of your professional work as an economist? 
A. My first employment in an economic capacity was for 
the Public Utilities Acquisition Committee of the Common 
Council of the City of Milwaukee during 1920, to determine 
the probable cost of capital for municipal utility acquisition 
purposes. 

[802] This involved a study of the comparative cost of 
public utility capital and was my initial study of the prob¬ 
lem of the cost of money to public utilities. I have since 
engaged, in so far as my university obligations would per¬ 
mit, in a wide range of economic, financial, accounting and 
statistical studies concerned with public utility industries 
and others. 

From 1936 to 1938 I made an extensive analysis of the 
reports of the F. T. C. investigation of utility accounting 
and financial practices, during 1939 and 1940 I made an 
extensive statistical analysis on a nationwide basis of com¬ 
parative electric rate levels and factors influencing ^ate 
levels. During the years 1928 to 1932 I had extensive ex¬ 
perience in the field of investment analysis and some ex¬ 
perience in the financing of public utility enterprises. I 
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I have from time to time acted as consultant to the 
New Jersey Board of Public Utility Commissioners and 
served on the Port Protection Committee of the New York 
Port Authority; during 1930 to 1931 I was a member of the 
President’s Committee on Housing and Home Ownership. 

I have appeared in a professional and expert capacity 
before the Public Utility Commissions of the States of 
Illinois, Pennsylvania, Indiana and New York; before the 
Securities and Exchange Commission, the Interstate Com¬ 
merce Commission and the Federal Power Commission in 
cases involving the rate of return, depreciation and ac¬ 
counting matters. 

[803] I have appeared, by invitation, before professional 
societies and industrial association meetings such as the 
American Economic Association, the American Gas Asso¬ 
ciation, and the National Accounting Conferences of the 
electric and gas utility industries. I originated and for a 
number of years made the periodic analyses of utility 
financing published by the Journal of Land and Public 
Utility Economics. 

Q. Have you prepared an exhibit setting forth the 
changes in the supply of money in the United States over 
the period 1914-1946? A. I have prepared a tabulation 
and charts setting forth deposits, investments and loans 
of all banks as well as currency in circulation and gold 
stocks in millions of dollars for the period 1914-1946, yes, 
sir. 

[804] Q. Will you briefly explain the meaning and signifi¬ 
cance of this exhibit? 

• • • 

[807] A. Very well. The chart in this exhibit graphically 
sets forth the rise in total bank deposits, gold stocks and 
currency in circulation, 1914-1945, and the rise of loans 
from 1914 to 1929 and the subsequent decline of loans. It 
can be readily and quickly seen that total deposits have 
gone through two periods of substantial increase since 
1933. The first rise took place from 1933 to 1943, during 
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which period total deposits rose from $36,919 million to 
$71,027 million. The second and even more . rapid rise 
brought the total of the June 30, 1942, of $71,027 million 

to $137,688 million as of June 30, 1945. 

• • • 

[810] Mr. Hull: Mr. Examiner, I would like to l^ave 
marked for identification as Exhibit No. 33 a document 
bearing this title: 

‘ 6 Before the Federal Power Commission—In the 
matter of Pennsylvania Water & Power Company and 
Susquehanna Transmission Company of Maryland, 
IT-5915—Testimony and Exhibits of Dr. H. B. Dorau 
relating to the Supply of Money and the Value of the 
Dollar. ’ ’ 

• • # 

[812] Q. Dr. Dorau, do you have before you a copy of the 
exhibit which I have just described and which has been 
marked for identification as Exhibit No. 33? A. I h^ve. 

Q. Will you state whether or not you prepared the 
explanatory matter preceding the charts in this exhibit? 
A. I did. 

Q. And the charts were prepared under your super¬ 
vision? A. They were. 

• • • 

Q. Doctor, what is the meaning and significance of 
total deposits in dollars? A. Total deposits in dollars 
measure the quantity of dollar money which the banks [>we 
the depositors and which the depositors can withdraw f^om 
the banks and spend as they may choose, time deposits with 
notice, other deposits on demand. Total deposits measure 
the potential expressible money spending power of de¬ 
positors. Deposit dollars are money and thus a major part 
of the money supply of the country. [813] The increas^ in 
deposits therefore measures, to a large extent, the increase 
in the supply of money in the United States. 

Q. Are there other components of the money supply? 
A. Yes, currency in circulation. 
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Q. Will yon explain yonr exhibit in further detail? 
A. With respect to currency in circulation, reference to 
the chart indicates a gradual increase until 1939 when a 
rapid rise began. From a level of $6,461 million as of June 
30, 1938, the currency in circulation rose to $9,612 million 
in 1941 to $17,421 million in 1943 and to $26,746 million in 
1945. 

As of June 30, 1945, currency in circulation was more 
than eight times the amount of June 30, 1914, and more 
than four times the quantity as of June 30, 1938. 

Gold stocks, because they are at least in theory the 
basis of our monetary standard of value, are also im¬ 
portant. The gold stock of the country has increased from 
$1,699 million as of June 30, 1915, to $20,213 million as of 
1945. The rapid increase in gold stock took place after 
1933, since which date the rise has been five-fold. 

In 1933 the total of deposit money and currency in 
circulation was $42,353 million; in 1945 the total of deposit 
money and currency was $164,667 million, or close to a four¬ 
fold increase. 

[814] The difference between total deposits and loans is 
also important. Loans represent the extent to which people 
are in debt to the banks as distinguished from deposits 
which reflect the extent to which banks are in debt to their 
depositors. 

As of June 30, 1919, following the last previous war, 
the excess of deposits over loans may be seen by reference 
to the tabulation which is a part of this exhibit, to have 
been only $7,322 million—$32,012 million less $24,690 
million. 

As of June 30, 1945, the excess of deposits over loans 
was $109,709 million, or fifteen times the excess of deposits 
over loans in 1919. 

Q. What is the economic significance of this substantial 
increase in the quantity of money for the determination 
of a fair return in utility regulation? A. The money 
revolution in the United States since 1933 constitutes the 
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largest monetary inflation in the history of the country. 
The increase in the number of dollars of money in the 
country since 1933, and even more strikingly since 194|, is 
without parallel and unprecedented in this country. 

The dollar is the economic measure of investment hnd 
return, of sacrifice and income. The quantity of dollars 
is therefore one of the important factors determining j the 
size of the dollar as a unit for the measurement of [§15] 
economic sacrifice and return. 

The yardstick as a linear measure does not change in 
linear significance when the number of yardsticks is in¬ 
creased, but the size of the dollar as a standard of measure¬ 
ment tends to decrease with an increase in the effective 
quantity of spendable dollars. 

A change in the magnitude of any unit of measurement 
and enumeration destroys its validity as a standard of 
measurement and comparison. 

Merely calling the changed unit of measurement by 
the same name does not make it the same. The summation 
of such changed units of measurement, simply becajise 
they continue to have the same label, is as invalid as 
adding pears, peaches, peas and persimmons. The account¬ 
ing summation of unlike dollars does not measure the in¬ 
vestment sacrifice. ! 

If the mile as a unit of linear measurement should h^ve 
changed in magnitude as the dollar has changed as| a 
measure of sacrifice and gain, no sensible person wo^ild 
draw any conclusions from a comparison of ton-miles I of 
railway service in 1907, 1917 and 1935. Before any in¬ 
formed person would believe that the ton-miles in 1^17 
exceeded the ton-miles in 1935, he would demand that sijch 
calculations be translated into an equated or equivalent 
number of ton-miles on the basis of the relative magnitude 
of the different length of the miles used. 

[816] Progress in every field of human endeavor has de¬ 
pended on the establishment of standard and comparable 
units of measurement. When the horsepower was tjle 
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power of a horse instead of the energy equivalent of 550 
foot-pounds per second, the enumeration of horsepowers 
was of limited accuracy and meaning. 

When the foot was literally a “foot-length” instead 
of, as now 12 inches, linear measurement and comparison 
were uncertain and unreliable. It would be no more inap¬ 
propriate to add nautical miles and land miles than to add 
1907 dollars and 1917 dollars, but no respectable geographer 
would do so. 

If the mile as well as the dollar has been redefined at 
59 per cent of its former magnitude in 1934, geographers 
and engineers would not make comparisons and enumera¬ 
tion without equating and adjusting for the difference in 
the actual comparative magnitude of the standard of meas¬ 
urement. 

Q. Can the differences in the dollar as a unit of meas¬ 
urement of economic cost and income be equated so as to 
afford a reasonably comparable standard for the measure¬ 
ment of investment and return in utility regulation? A. 
Yes, the variability of the dollar as a unit of economic 
measurement can be measured with reasonable accuracy 
so as to afford the basis for equating one size dollar with 
another. The size of the dollar is measured by the goods 
and services which it can buy. Money is but the medium 
of exchange [817] and the dollar is the unit of measure¬ 
ment, but the dollar varies in its purchasing power, its ex¬ 
changeability for goods and services, and thus in its size. 

This variability of the dollar can be equated so that 
the dollars of different size can be legitimately added and 
expressed as the equivalent of a fixed and certain sum of 
any other size of dollar, just as the sum of nautical and 
land miles can be equated and expressed as either so many 
nautical miles or the equated number of land miles. 

Q. Have you prepared an exhibit which sets forth the 
change in the yearly average size of the dollar over the 
period 1902-1945? A. Yes, I have prepared a tabulation 
which sets forth the purchasing power change in the size 
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of the dollar by years from 1902 to 1945 and a seven-^ear 
moving average from 1905. 

Column 1 identifies the years from 1902 to 1945. 

Column 2 records the wholesale price index as reported 
by the United States Department of Labor, Bureau of 
Labor Statistics, with the average for 1926 equal tcj an 
index of 100. 

Column 3 translates the index of wholesale prices jnto 
the purchasing power of the dollar which is determined by 
calculating the reciprocal of the annual averages in Column 
2, i. e., by dividing the index of wholesale prices [$18] 
into 100. 

Column 4 records the total of the seven years of Column 
3; i. e., the total of the years 1902-1908 for 1905, and for 
each succeeding seven-year group in the same way d^>wn 
to 1943, for which a five-year total is ascertained, and for 
1944 for which year a three-year total is determined, land 
for 1945, for which a one-year total is taken. 

Column 5 records the calculated seven-year moving 
average of Column 3 plotted on the fourth year center, ex¬ 
cept that for the year 1943 a five-year average is calculated 
and recorded, for 1944 a three-year average, and for 1945 
a one-year average. 

Column 6 records the translation of the seven-yjear 
moving average index of the purchasing power of the dollar 
to an index with 1945 as 100 for ease of comparison. 

Q. Does the United States Department of Comm0rce 
calculate and report the changing purchasing power of the 
dollar? A. Yes, in the Survey of Current Business. 

Q. Does it use the same index of wholesale prices 
which you have used? A. Yes, the Department of Com¬ 
merce calculates the purchasing power of the dollar as the 
reciprocal of the index of wholesale prices. 

Q. Why did you use a seven-year moving average, 
[819] except as noted? A. The period of time from 
1902 to 1945 is long enough to accommodate a seven-y^ar 
average and a seven-year average satisfactorily eliminajtes 
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minor and short-term changes which are more in the nature 
of fluctuations. 

Q. Why did you use a five and three-year average for 
1943 and 1944 and the one-year average for 1945? A. In 
order to taper off the seven-year average and bring it down 
to the current time and date of 1945. This is satisfactory 
and justified since the trend during these years was in the 
same direction and accelerating. Moreover, since the con¬ 
tinuing trend in 1945 and 1946 is strongly in the direction 
of higher prices and a cheaper dollar, the result is con¬ 
servative. 

Q. W“hat, in brief, does the index developed, in Column 
6 of this exhibit, disclose as to the changing economic size 
of the dollar? A. Treating the 1945 dollar as 100, or 
par, the dollar of 1905 was 73.2 per cent larger. The aver¬ 
age size of the dollar was larger than in 1945 in every 
year down to 1918. From 1918 to 1923 it was slightly and 
temporarily below 100, but since 1922 the purchasing power 
of the dollar has been above 1945 by as much as 42.3 per 
cent in 1934 and on the average for the period 23 per cent 
above 1945. 

[820] From 1905 to 1918 the purchasing power of the 
dollar "was on the average 50 per cent above 1945. 

From 1918 to 1923 it was on the average 5 per cent 
below 1945. 

For the entire period 1905-1945, the average purchasing 
power of the dollar on the basis calculated in column 6, 
was 28 per cent above 1945. 

Q. Do you find in these evidences of the changing mag¬ 
nitude of the dollar any basis for the conclusion that the 
changes in the economic size of the dollar can be disre¬ 
garded because the fluctuations are compensatory? A. 
No. There is no evidence to support such an assertion in 
this exhibit or, in my opinion, anywhere. I have just 
pointed out that the average of the entire period is 28 per 
cent above 1945 and that in every year except five during 
a 44-year period the purchasing power of the dollar was 
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above 1945. My use of a seven-year moving average is 
proper treatment of mere fluctuations in the shoijt term, 
and even if in the long term there were compensations, 
changing investments and investors would make the as¬ 
sumption of a constant dollar inequitable. 

The long term trend, however, is not and has npt been 
compensatory. The price level has been rising sinjie 1897 
and the dollar reciprocally declining in size. The; trend 
continues. 

[821] Forces and factors justifying the expectation that 
the dollar will continue to shrink in size are clearly in evi¬ 
dence. Among the more obvious of these factors are the 
unparalleled quantity of money, the rate of spending, the 
size of the public debt, and the new and high levels of 
wages. 

Q. Has the dollar been legally re-defined during the 
period covered by your exhibit? A. Yes, before Janu¬ 
ary 31, 1934 the “dollar” was the name for 23.22 grains of 
fine gold; after January 31, 1934 the name “dollaif” was 
used to mean 13.714 grains of fine gold. The legajl post- 
1934 dollar is only 59 per cent the size of the pre-19^4 dol¬ 
lar. The dollar has been changed legally as well as eco¬ 
nomically, but the name remains the same, and sq book¬ 
keepers add and subtract these different dollars without 
distinction. 

Q. Has the distinction between the calculation ^>f eco¬ 
nomic sacrifice and return in nominal and actually com¬ 
parable dollars been recognized in other economic hreas? 
A. Yes. In the field of wage determination and adminis¬ 
tration the distinction between nominal dollar wages and 
real wages is fully recognized and well understood by wage 
earners and others. 

Q. What is the economic meaning of the term invest¬ 
ment ? A. The investment process consists of concerting 
liquid [822] or alternatively applicable economic resources 
into direct goods capable of income production. Invest- 
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ment involves the sacrifice of alternative goods and the al¬ 
ternative goods given np measure the investment made. 

An investment may be made through the medium of 
money—as is most common in our day—or by direct invest¬ 
ment of labor, risk-taking and the cost of waiting or post¬ 
ponement of income to the future. The investment in any 
economic undertaking may and commonly does consist of 
both money investment and direct investment. In any case 
the investment is measured by the sacrifice made to pro¬ 
duce a future income, whether accounted for by bookkeep¬ 
ing or not, and whether in the form of money expenditures 
or direct sacrifices made without the intervention of the 
medium of exchange money. 

Q. Assuming the entire investment of two enterprises 
to be reflected by the same number of accounted-for dollars, 
does it follow that the investment in the two enterprises 
is the same? A. No, it is the same only in the number 
of nominal dollars. If those dollars are not of equal size 
and economic significance, the investment sacrifice is not 
the same. If one was in 1918 dollars and the other in 1905 
dollars, the actual investment would—as measured by the 
index of dollar purchasing power in Column 6 of my ex¬ 
hibit—be 73 per cent greater in 1905 dollars than the in¬ 
vestment [823] of the same number of accounted-for 1918 
dollars. 

A larger number of small dollars may actually con¬ 
stitute a smaller investment than a smaller number of 
larger dollars. 

Q. What is the economic meaning of the investment 
standard for utility rate-making? A. The investment 
standard proposes that the investor receive a fair return 
on the dollars—or dollar equivalent—which he gave up and 
invested, i. e; on the sacrifice which he made. It is a sacri¬ 
fice standard as distinguished from a value standard and 
cannot be fairly construed to mean the sacrifice of an 
equal number of other dollars since they would not measure 
the investment sacrifice made. 
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Q. Does the sum of the nominal dollars invested—in 
money and/or goods and services—measure the investment 
actually made if made in dollars of different economic size 
and purchasing power? A. Obviously not. An invest¬ 
ment made by the sacrifice of dollars having a purchasing 
power of 100 would be equal to the investment of twic^ the 
same number of 50-cent dollars. It seems almost too siinple 
to have to explain that an investment sacrifice of 1,000,000 
hundred-cent dollars is the same as an investment of 
2,000,000 fifty-cent dollars. 


i 

[828] Mr. Goldberg: Let us put it this way: The prices 
of the very informed investor and the informed in¬ 
vestor will both reflect in varying degrees the purchas¬ 
ing power of the dollar; is that not so? 

The Witness: I think as a general thing, that is satis¬ 
factory, yes. 


i 

By Mr. Hull: 

Q. Is it possible to express the nominal investment in 
an enterprise made in various kinds of dollars in terras of 
an equivalent number of dollars of equal size and equal in¬ 
vestment significance? [829] A. Yes, very easily. The 
relative size and investment significance of the dollars 
sacrificed each year can be determined by reference tb an 
index of purchasing power. By weighting the dollar^ in¬ 
vested each year by their purchasing power an average 
puchasing power dollar related to any desired base caji be 
obtained and the investment in terms of any weight of dol¬ 
lar determined. In this way the constant dollar equivalent 
of the investment of heterogeneous dollars of different vin¬ 
tage and size can be determined. 

Q. Have you applied this method to the dollars in¬ 
vested in electric plant in service of Pennsylvania W^ter 
& Power Company including Susquehanna Transmission 
Company to determine the investment sacrifice of 1945 dol- 
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lars? A. Yes, I requested that the company provide me 
with a distribution of the $36,414,232 of electric plant in 
service, before adjustments and construction work in 
progress and property held for future use, by years ac¬ 
cording to year of origin of the dollars of electric plant in 
service December 31, 1945. 

The Company provided the desired information and 
I have used the same in the first numerical column of a 
two-page tabulation and chart which I have prepared. 

Q. Will you explain this tabulation and chart? 

Mr. Goldberg: Mr. Examiner, I think it is ap¬ 
propriate for me to make an objection to that ques¬ 
tion. That question [830] now brings us to the ap¬ 
plication of the testimony we have here to the actual 
cost of Pennsylvania Water & Power Company prop¬ 
erties and the Susquehanna Transmission Company 
properties as claimed by those companies. The result, 
Mr. Examiner, is not the actual cost base or price. 
And this brings into the record elements which the 
Commission has rejected, and which the courts have 
sustained in reviewing the Commission’s rejection. 

I submit, Mr. Examiner, that it does not alter the 
situation any to protest that the translation of the ac¬ 
tual investment by application of the current purchas¬ 
ing power of the dollar does not represent the result 
which can be termed reproduction cost, or trended 
original cost, or any other name that you may care to 
apply. The fact still remains that it is not actual cost, 
which is the only type of evidence the Commission has 
signified it is willing to receive. The fact that it is 
not actual cost, Mr. Examiner, I submit is fairly evi¬ 
dent by the earlier answer of the witness when he 
stated: 

“The investment standard proposes that the 
investor receive a fair return on the dollars, or 
dollar equivalent, which he gave up and invested, 
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that is to say, on the total sacrifice made. It is a 
sacrifice standard as distinguished from a value 
standard and cannot be fairly construed to mean 
the sacrifice of an equal number of other dollars 
since they would not measure the [831] investment 
sacrifice made.” 

In other words, Mr. Examiner, the translation that 
the witness comes up with in his exhibit and testimony, 
certainly that is not the actual cost of the properties of 
the Respondent companies. 

Trial, Examiner: Does counsel for the Respond¬ 
ents desire to reply? 

Mb. Hull : Yes, Mr. Examiner. 

First, the Respondents believe that the exhibit and 
testimony of Dr. Dorau show very much more cldarly 
than anything else could show what was the actual cost 
of the present property of the Respondent company. 

It is a study which has not been, to our knowledge, 
ruled upon by this Commission as to its relevancy or 
admissibility, or by any court in the land. 

A similar study was presented to the Examiner in 
the Safe Harbor Case, which case is now before the 
Co mm ission for determination. After having been 
offered there and considered by the Examiner for some 
days, he ruled that it should be admitted because it was 
the type of study which had not theretofore been passed 
upon by the Commission. 

Mr. Goldberg : Mr. Examiner, may I bring counsel 
for Respondents down to date? 

A somewhat similar study expressing alleged cost 
of these items in terms of valuations of the current pur¬ 
chasing power [832] of the dollar, was presented in the 
City of Pittsburgh v. Pittsburgh and West Virginia 
Gas Company and others, and in the matter of Pitts¬ 
burgh and West Virginia Gas Company and Kentucky- 
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West Virginia Gas Company cases, Dockets G-627 and 
G-635 before Trial Examiner Marsh, who was the sit¬ 
ting Examiner in those cases. 

On objection by counsel for the Staff—and it so 
happens, Mr. Examiner, that I am Counsel in those 
cases also—the Examiner excluded such evidence on 
the grounds that it no longer was evidence of actual 
cost, which was the only character of evidence that the 
Examiner would receive, in the light of the Commis¬ 
sion’s decision. 

While it is true, Mr. Examiner, that the presiding 
Examiner in the Safe Harbor Case received the evi¬ 
dence, it is obvious from his careful consideration of the 
evidence, the very considerable misgivings he had in 
regards to its reception, and I submit that an examina¬ 
tion of this case clearly discloses, and it is all laid out 
in the brief of that case, Mr. Examiner, that such evi¬ 
dence would not be admissible, and I am certain that 
the Commission will so hold when it considers the case. 

I further submit, Mr. Examiner, that we are now 
arguing upon a question which has already been ruled 
upon by the Examiner in the excluding of IV-A of 
Schedule 31,1 believe, or perhaps 32. 

[833] Trial, Examiner: Do the other counsel desire to be 
heard, counsel for the interveners? 

(There was no response.) 

Mr. Hull: Mr. Examiner, might I make this sug¬ 
gestion : The testimony which Dr. Dorau has prepared 
explanatory of this exhibit, of it we have now heard 12 
pages, and four and a half pages remain. I suggest 
that we hear the remainder of the testimony before 
your Honor makes his ruling. 

• • • 

Trial Examiner: Data contained on the schedule 
and chart now under discussion relating to the original 
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investment in electric plant in 1945 dollars will be ex¬ 
cluded. 

Mr. Hull: I apologize for my lack of familiarity 
with the procedure in this form. Do I understand that 
I shall proceed with the questions and answers, and 
then make a further offer, or should I now make the 
offer? Is now the time to make the offer? 

Trial Examiner: That is a matter in counsel ’si dis¬ 
cretion. You can advise the Examiner of what you in¬ 
tend to offer in evidence from this point on, and the 
Examiner will indicate whether he will or not accept it. 

Mr. Hull: I do not know how I can advise you 
without [834] reading the testimony. 

Trial Examiner: The Examiner will not receive 
any testimony or evidence going to the original invest¬ 
ment in electric plant in terms of 1945 dollars. 

Mr. Hull: Your Honor, I do not understand. I 
have tried to make it clear that this is not the only pur¬ 
pose for which this witness is presented. This witness 
is also being presented for his evidence and testimony 
bearing upon the rate of return. 

Trial Examiner: Counsel had better proceed with 
the questions. 

Mr. Hull : Thank you. 

By Mr. Hull : 

Q. Dr. Dorau, will you explain this tabulation and 
chart, please? 

Trial Examiner: There is an objection to that. 
The tabulation and chart referred to as the chart 
headed, 4 ‘Pennsylvania Water & Power Company, 
Original Cost of Electric Plant in Present Dollars,” 
and the tabulation headed “Original Cost of Electric 
Plant in Present Dollars—the Purchasing Power of the 
Dollar as Measured by Wholesale Prices as Reflected 
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by a Seven-Year Moving Average—1905-1945”, is that 
correct? 

Mb. Hull: Yes. 

Trial Examiner: The Examiner will sustain the 
objection to that question on the ground that insepa¬ 
rably bound [835] up in that tabulation and in the chart 
is this matter of original investment in electric plant 
in 1945 dollars. 

Mr. Hull: Is that in addition to your Honor’s 
previous ruling? 

Trial Examiner: That is a statement of the 
grounds for the ruling. 

Mr. Hull: I will proceed. 

By Mr. Hull : 

Q. Dr. Dorau, is the $50,091,106.00 indicated on the 
tabulation and chart upon which the Examiner has just 
ruled, the cost of reproduction of electric plant in service 
as of December 31,1945? 

Mr. Goldberg: Mr. Examiner, before the witness 
answers, and before I object, I would like to make one 
comment. One figure is $50,091,000 odd, which is the 
figure which appears on the tabulation; and then we 
have the figure of $50,093,000 odd on the chart. I as¬ 
sume that the figure on the chart was rounded off, but 
it was rounded off to too great an extent. 

Mr. Hull: My question really refers to the same 
figure, whether there is some typographical error or 
not. 

Mr. Goldberg : I was wondering whether they were 
the same, or whether there was some arithmetical error. 

Mr. Hull: I think there is. 

Mr. Goldberg: I object to any testimony bearing 
on the figures stated by counsel which are the results 
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of the [836] application of the purchasing power of the 
dollar. 

Trial Examiner : Let the Examiner ask the witness 
a question whether that is or not true: Doctor, is i^ or 
not a fact that the $50,093,000 is or not the result of 
the application of the purchasing power of the dollar 
to the original cost of electric plant of Pennsylvania 
Water & Power Company? 

The Witness: Yes, as calculated and established, ind 
as previously described. 

Trial Examiner: The objection is sustained. 

By Mr. Hull: 

Q. Dr. Dorau, is the determination in this exhibit ^he 
same as the trended original cost? A. No, it is not. 

Mr. Goldberg: Same objection. I move to strike 
the last answer to the extent given. 

Trial Examiner: The answer as given by the fit¬ 
ness to the pending question is stricken. The objection 
to the question is sustained. 

By Mr. Hull: 

Q. Dr. Dorau, in your opinion, is the fair original cost 
in homogeneous current dollars a useful factor in the de¬ 
termination of a fair return under regulation ? 

[837] Mr. Goldberg: Same objection, Mr. Examiner? 

Trial Examiner: Objection is sustained. 

By Mr. Hull : 

Q. Dr. Dorau, in your opinion, is the fair original cbst 
in—I beg your pardon, I asked you that question—is it, in 
your opinion, useful for the determination of the rate b^se 
or the fair rate of return? A. It- 

Mr. Goldberg: Same objection. 

Trial Examiner: The objection is sustained. 
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Mr. Goldberg: Mr. Examiner, may I add at this 
time that obviously, since the index used by the wit¬ 
ness does not relate to utility construction costs, it is 
utterly immaterial and irrelevant to any issues in this 
case. 

Trial Examiner: You may proceed. 

Mr. Hull: Now, Mr. Examiner I desire to offer 
in evidence Exhibit No. 33. 

The Respondents offer to prove by the witness on 
the stand, Dr. Dorau, a duly qualified economist with 
a wide experience in the field of public utility regula¬ 
tion, that he has made studies and prepared exhibits 
based on reliable statistics which have been compiled 
by the several departments and bureaus of the United 
States Government, which show the following: 

First, the amount of money in circulation, and the 
[838] availability for the purchasing of commodities 
and services, and for investment in each of the years 
from 1916 to 1945, inclusive. 

Secondly, the purchasing power of the dollar in 
each year from 1905 to 1945, inclusive, as measured by 
wholesale prices and as reflected by the seven-year 
moving average, and 

Third, upon the basis of these studies and data 
furnished to him by Respondents and in evidence in this 
proceeding before the Commission to show: 

(a) The original investment of the Respondents in 
the electric plant in each year from 1905 to 1945, both, 
inclusive, measured by nominal dollars. 

(b) The same original investment in each year 
from 1905 to 1945, both inclusive, measured by dollars 
having a purchasing power of dollars in 1945. 

(c) The original investment of the Respondents 
in electric plant was cumulative to the end of each year 
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from 1905 to 1945, inclusive, measured in nominal dol¬ 
lars, and 

(d) The same original investment cumulative to 
the end of each year from 1905 to 1945, inclusive, meas¬ 
ured by dollars having the purchasing power of dollars 
in 1945. 

These studies and exhibits and the testimony of Dr. 
Dorau relating to it are further offered for the follow- 
ing purposes: First, to be considered and weighed by 
the Commission in determining the appropriate rate of 
return which the [839] Commission should apply to the 
rate base of the Respondent companies in order td de¬ 
termine the rates, charges, classifications, rules, regu¬ 
lations, practices or contracts of the Respondents, Sub¬ 
ject to the jurisdiction of the Commission, if any, are 
just and reasonable rates, charges, classifications, ryles, 
regulations, practices or contracts to be observed and 
enforced. 

Secondly, to be considered and weighed by the 
Commission in determining the rate base to which the 
Commission should apply the appropriate rate of re¬ 
turn in order to determine whether the rates, charges, 
classifications, rules, regulations, practices or contracts 
of the Respondents which are subject to the jurisdic¬ 
tion of the Commission, if any, are just and reasonable 
rates, charges, classifications, rules, regulations, prac¬ 
tices or contracts to be observed and enforced. 

Third, to be considered and weighed by the Com¬ 
mission in ascertaining how many dollars having the 
purchasing power of 1945 dollars, the Respondents 
must receive in the near future from their operations 
in order to avoid the infringement of their constitu¬ 
tional right under the Fifth Amendment to the Consti¬ 
tution of the United States to earn a fair return for 
the amount of the property which they have dedicated 
to the public use. 
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Fourthly, to be considered and weighed by the 
Commission [840] the actual investment which the in¬ 
vestors of Respondents have made in the property 
which they have dedicated and devoted to public use. 

Mr. Goldberg: Mr. Examiner- 

Trial Examiner (interposing): Has counsel fin¬ 
ished? 

Mr. Hull : Yes. 

Mr. Goldberg: May I inquire, first, whether that 
offer also includes the offer of the Exhibit No. 33? 

Mr. Hull: It is intended to include the exhibit 
excepting insofar as the testimony found in the exhibit 
is of record. 

Mr. Goldberg : The thing that troubles me—I tried 
to listen carefully—it seems to me that, at the outset, 
the offer of proof undertook to prove through the wit¬ 
ness on the stand testimony which the Examiner has 
admitted in the first twelve pages of the witness’ tes¬ 
timony. 

[841] Mr. Hull: All I intended to include in the offer 
was the testimony in the latter part, which was ex¬ 
cluded by the Examiner as the questions were asked. 

Mr. Goldberg : With that amendment, I think that 
clears it up. 

With respect to the exhibit, Mr. Examiner, I might 
state that I do not object to the first chart, as such; nor 
to the tabulation following that first chart, as such; 
since that is related to the testimony which has been 
admitted; 

Nor do I object to the third tabulation, consisting 
of 2 pages, the testimony relating to that, Mr. Exam¬ 
iner, has been admitted. 

It is the second tabulation in the exhibit. 
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But I do object, Mr. Examiner, to the tabulation, 
consisting of 2 pages, which precedes the last phge of 
exhibit, and to the last page of the exhibit, which is the 
chart applying Dr. Dorau ’s theory. 

I recognize that the portions of the exhibit to which 
I have objected contain evidence which has already 
been admitted, in part, and is being offered for Admis¬ 
sion, in part. 

I have reference to the original investment iiji elec¬ 
tric plant in terms of nominal dollars as expressed by 
this witness in his exhibit; to the purchasing ^ower 
of the dollar—1945 equals 100, as expressed by th[e wit¬ 
ness in his exhibit. 

Inasmuch as, however, Mr. Examiner, such evi¬ 
dence is [842] already in the record, and will be re¬ 
ceived in the record, I assume, I do not exclude those 
portions of the tabulations of the chart to which I have 
objected from my objection. 

• • • 

Trial Examiner: The Examiner will rule to ex¬ 
clude Exhibit No. 33, with the following statement: 

That if the data contained on the chart hehded, 
“Deposits, Investments and Loans of All Banks; Cur¬ 
rency in Circulation and Gold Stocks 1914-1946 (mil¬ 
lions of dollars)” and the tabulation headed likewise; 

[843] And the further tabulation entitled, “The Purjchas- 
ing Power of the Dollar as Measured by Wholesale 
Prices as Reflected by a Seven-Year Moving Average— 
1905-1945,” are submitted in the form of a separate ex¬ 
hibit, that exhibit will be received in evidence. 

The further evidence of the witness, Doran, as 
stated in counsel’s offer of proof, will not be received. 

Mr. Hull : Mr. Examiner, in view of your Honor’s 
ruling, we may wish to submit a new exhibit including 
the tabulations which you indicated you would aqmit. 
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However, we are very near the end of our direct 
case, and it may not be physically possible for us to 
make up those exhibits in time to get them in before 
the conclusion of our direct case. May we have leave 
to submit them as soon as it is possible to prepare 
them? 

Trial Examiner: Yes, advising the Examiner as 
early as possible when you expect to be able to sub¬ 
mit the new exhibit. 

• • • 

[844] Mr. Miller: Mr. Examiner, I move that the order of 
procedure be changed so that Pennsylvania Public 
Utility Commission may produce its evidence on the 
issue of allocation of any rate reduction after Penn¬ 
sylvania Water & Power Company, the Federal Power 
Commission Staff, and Consolidated Gas Electric 
Light and Power Company of Baltimore have pre¬ 
sented their evidence on this issue. 

The basis for this motion is the belief that under 
the suggested changed procedure, duplication of testi¬ 
mony would be avoided and our evidence could be pre¬ 
sented in more concise and expeditious form. 

Mr. France: If Your Honor please, the Public 
Service Commission of Maryland likewise desires to 
move that the order of procedure be changed so that 
it will be permitted to introduce its evidence after the 
staff of the Federal Power Commission has introduced 
their evidence. 

Trial Examiner: The Examiner may say that he 
has been authorized by the Commission to entertain 
the motions that counsel have now made, and the Ex¬ 
aminer assumes that counsel for the Consolidated Gas 
Electric Light and Power Company of Baltimore re¬ 
news his motion made yesterday afternoon? 

[845] Mr. Stubtevant: I do. 
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Trial Examiner: Upon further deliberation, the 
Examiner will rule that the order of presentation of 
evidence in this proceeding be changed so thkt the 
Commission Staff's presentation of evidence will im¬ 
mediately follow completion by the Company of its 
presentation, and thereafter the order as between Con¬ 
solidated Gas Electric Light and Power Company of 
Baltimore, Pennsylvania Public Utility Commission 
and the Public Service Commission of Maryland will 
be observed as previously set. j 

You may proceed with the witness. 


Mr. Sparks: If Your Honor please, may the order 
to which Your Honor has referred authorizing you to 
change the order of procedure be made a part <|f the 
record in this case by reference? j 


Trial Examiner: I don’t know in just what form 
that is and I am not able to rule in accordance with 
that at this moment. The Examiner does not consider 
it necessary, however. j 

Mr. Sparks: May I ask Your Honor then ?is to 
the date when Your Honor was authorized to change 
the order of procedure in the case ? 

Trial Examiner: Yes, the Examiner was author¬ 
ized this morning. I 

Mr. Sparks: This morning? 

Trial Examiner : Yes. 
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[849] GEORGE W. SPAULDING, 

• • * 

Direct Examination. 

By Mr. Myse : 

• • • 

Q. Mr. Spaulding, considering the nature of Penn 
Water’s and Safe Harbor’s contracts with Baltimore Com¬ 
pany, and the coordinated operation of their hydro re¬ 
sources with the steam generating resources of their cus¬ 
tomers, including Baltimore, is it your opinion that a cost 
of service determination can be made of Penn Water’s and 
Safe Harbor’s costs for firm power services rendered to 
Baltimore Company? A. Yes, it is. 

[850] Q. Have you made such a study? A. Yes, such a 
study has been made under my direction. 

Q. Will you state the results of that study? A. That 
study shows that Penn W 7 ater’s and Safe Harbor’s costs 
for the firm power services rendered to Baltimore Company 
in 1945, were $5,645,000, and that the costs for such serv¬ 
ices to be rendered in 1946 are estimated to be $5,623,000. 

Q. Are such cost determinations for firm power serv¬ 
ices only? A. Yes. 

Mr. Myse: Mr. Examiner, I ask to have identified 
as Exhibit No. 34 a chart with the label thereon: 
“Pennsylvania Water and Power Company, Safe Har¬ 
bor Water Power Corporation and Susquehanna Trans¬ 
mission Company of Maryland—Facilities Used in 
Rendering Firm Power Services to Baltimore Com¬ 
pany.” 

Trial Examiner: The document may be marked 
Exhibit No. 34 for Identification. 

(The document referred to was marked Exhibit 
No. 34 for Identification.) 

By Mr. Myse : 

Q. Mr. Spaulding, does this chart which has been 
marked for identification Exhibit No. 34 show the general 
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location of the facilities used in rendering firm power serv¬ 
ice to Baltimore Company? A. It does. 

• 

[856] Q. Do the costs determined for firm power services 
rendered to Baltimore Company in your study include the 
costs incurred by Penn Water and Safe Harbor in render¬ 
ing services to the Pennsylvania Railroad in Maryland? 
A. Yes, it does. 

Q. How are Penn Water and Safe Harbor compehsated 
for such costs? A. The costs incurred by Safe Harbor 
in rendering joint services to Pennsylvania Railroad in 
Maryland are included in the basis for the bills rendered 
by Safe Harbor to Baltimore Company and Penn Water 
under the Safe Harbor contract identified as Items |E, F 
and 6. 

In connection with such billing, as shown by Exhibit 17, 
Baltimore Company pays Safe Harbor 2/3 of such cost and 
Penn Water pays 1/3. Penn Water’s compensation for its 
costs incurred in rendering joint services to Pennsylvania 
Railroad in Maryland is received as revenue from Balti¬ 
more Company under Penn Water’s agreement with Balti¬ 
more Company, identified as Items H and I; costs for such 
services are included in the basis for the bills rendered un¬ 
der this contract. 

• • • 

[862] Q. Are you familiar with Exhibit 31 prepared by 
Mr. Tate offered in evidence and with the supporting testi¬ 
mony offered in this proceeding? A. Yes. 

Q. Are you familiar with Exhibit 32 prepared by Mr. 
Hall and offered in evidence and with the supporting testi¬ 
mony offered in this proceeding? A. Yes. 

Q. Are you familiar with Exhibits 29 and 30 prepared 
by Dr. Foster and offered in evidence and with the support¬ 
ing testimony that he offered in this proceeding? A. 
Yes. | 

Q. From your knowledge of Exhibits 29 and 30 and 
31, can you say whether or not the cost of firm power serv- 
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ices rendered to Baltimore Company by Penn Water for 
1945 and 1946 would be increased or decreased if you 
had used the property construction costs from Mr. Tate’s 
Exhibit 31, together with the appropriate rate of return as 
testified to by Dr. Foster, instead of the investment costs 
and the rate of return used in your Exhibit 35? 

Mr. Goldberg: Objection, Mr. Examiner, on the 
ground that the question involves proposed testimony 
and exhibits [863] offered -which were excluded. 

Trial Examiner: Objection sustained. 

Mr. Myse: I take an exception. 

By Mr. Myse: 

Q. From your knowledge of Exhibits 29 and 30 and 32 
can you say whether or not the cost of firm power services 
rendered to Baltimore Company by Penn Water for 1945 
and 1946 would be increased or decreased if you had used 
the property costs from Mr. Hall’s Exhibit 32, together with 
the appropriate rate of return as testified to by Dr. 
Foster instead of the investment costs and rate of return 
used in your Exhibit 35? 

Mr. Goldberg : Objection. 

Trial Examiner: Objection sustained. 

Mr. Myse: In view of the Examiner’s rulings to 
the last two questions, I desire to make a proffer. We 
offer to prove by the testimony of this witness, Mr. 
Spaulding, that Penn Water’s costs of rendering firm 
power services to Baltimore Company are $560,000 in 
excess of Penn Water’s costs shown on Exhibit 36 if 
the property construction costs shown in Mr. Tate’s 
Exhibit 31 are used together with the appropriate re¬ 
turn as testified to by Dr. Foster or offered in evidence 
in connection with his testimony, instead of the invest¬ 
ment costs and return used in Exhibit 35. 

Likewise, we offer to prove by this witness that 
[864] Penn Water’s costs of rendering firm power serv- 
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ices to Baltimore Company are $269,000 in excess of 
Penn Water’s costs as shown on Exhibit 36 if the| costs 
shown in Mr. Hall’s Exhibit 32 are used, togetheij* with 
the appropriate return as testified to by Dr. Foster or 
offered in connection with his testimony, instead of 
the investment costs and return used in Exhibit ?5. 

Trial Examiner: The evidence offered will pot be 
received. 

• • # 

[867] Mr. Hull: Mr. Examiner, Respondent companies 
have now completed the direct testimony which they 
have prepared and will offer for the specific purposes 
of determining as of December 31,1945: 


Firstly: The amount or extent of actual deprecia¬ 
tion which existed in the properties of the companies 
as of that date; 

Secondly: the amount of the depreciation reserve 
[868] balance which was adequate as of that date; 

Thirdly, the amount which should be charge^ for 
annual depreciation for a reasonable period in the 
future beginning with that date. 

They have not as yet and are not now ready to 
offer certain studies which they propose to prepare and 
offer which: 

i 

Firstly: Will show the effect of the use of a depre¬ 
ciated rate base which the Commission staff has indi¬ 
cated that it proposes to recommend to the Comjmis- 

sion upon the investors of the two companies; and 

I 

Secondly: Will rebut the testimony which Comjmis- 
sion counsel at transcript page 45 stated that he will 
present with respect to the earnings of the investors of 
the companies in the past. 

In his opening statement of the issues, Commis¬ 
sion’s counsel beginning at transcript page 43, line 15, 
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and extending to page 44, line 22, stated that he would 
offer proof to show that the “gross investment for the 
rate base is $32,920,738 which is $5,663,494 less than 
Holtwood’s book figures” and that the last mentioned 
sum “does not represent actual cost and should be dis¬ 
allowed.” 

At transcript page 45, lines 4 and 8, Commission’s 
counsel stated that the Staff “will also present analyses 
of the company’s past earnings which will show that 
the company has earned at least 10 per cent rate of 
return on its net [869] investment including working 
capital during its entire period of operations.” 

He further stated at transcript page 44, lines 11 
to 15 that “the Staff does not propose to recommend 
to the Commission that Holtwood be required to change 
from the straight line method of depreciation it has al¬ 
ways been using”. He did not state when he referred 
to “the straight line method of depreciation it has al¬ 
ways been using” that he meant to include as a part 
of that method the use of an undepreciated rate base 
with a credit to the rate payers of a reasonable rate of 
interest on the balance in the depreciation reserve. 
That is in fact the method which Holtwood has been 
using since 1931. 

It is scarcely to be supposed that he intended to 
indorse that method, because later on the same page 
of the transcript at lines 21 and 22 he stated that “the 
present book reserve is not excessive and should be 
used in reaching a net rate base in this case”. 

This statement as we understand it implies that 
the Staff proposes to recommend that the present book 
reserve be deducted from the original investment in 
arriving at a rate base to be used in this case. 

Now, a consideration of these statements of Com¬ 
mission counsel will show that the studies which Re¬ 
spondents will make and to which I have just referred 
are composed almost wholly of evidence that will be 
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in rebuttal to that which the [870] Staff will offer, and 
in order that these studies may be most helpful to the 
Commission they should be based upon the facts as 
presented by the Commission staff in its direct case. 

In order to prepare the studies the Respondents 
will require all the data necessary to duplicate the 
Commission’s Staff’s computations of the depreciation 
reserve requirements as of December 31, 1945, for 
Pennsylvania Water & Power Company and Susque¬ 
hanna Transmission Company of Maryland, together 
with an explanation of the methods followed in arriv¬ 
ing at its results. 

These data should include : 

(A) The amounts of depreciable property in the 
same detail as to accounts which Commission’s Staff 
used in computing the company’s reserve requirements 
and the annual allowance for depreciation. 

(B) The life table used by Commission’s Staff in 
the same detail as to elements for items of property 
which the staff used in computing any and all com¬ 
posite lives which entered into any part of their com¬ 
putations. 

(C) The date fixed by the Commission’s Staff as 
the date of the beginning of commercial operation of 
the initial project. 

(D) Yearly additions to plant with the original 
cost and life table used with respect thereto both in the 
same [871] detail as to accounts which the Commis¬ 
sion’s Staff used in computing the company’s reserve 
requirements and allowance for depreciation. 

(E) Debits to the depreciation reserve by years 
and by accounts in the same detail as stated in Para¬ 
graph (A) above. 
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(F) The amounts of total investment in electric 
plant as of the end of each year, and the amount of 
working capital both as recommended by the Commis¬ 
sion Staff. 

We bring the matter to the attention of the Ex¬ 
aminer at this time for the reason that if the Examiner 
should be of the opinion that the proposed studies and 
the testimony relating to them would not be properly 
in rebuttal, then the Respondent would be compelled to 
request to the Commission’s Staff to supply these data 
as promptly as possible with the necessary information, 
and we would have to ask the Examiner for a recess of 
a sufficient period thereafter to permit these studies to 
be completed before our direct case is closed. 

[872] Now, if I may repeat very briefly the fact that 
these studies we will make are primarily rebuttal, and 
if we are furnished promptly with this information 
that we will be able, by the time that we come to re¬ 
buttal testimony, to have the studies completed, but 
we do not want to close our direct case, by any chance, 
these are going to be ruled out as rebuttal. 

Trial Examiner: As you say, this is a short sum¬ 
mation of your entire statement. 

Mr. Hull: Yes. 

Trial Examiner: Does Staff counsel have any 
statement to make in reply? 

Mr. Goldberg: Yes, Mr. Examiner, but a brief 
one, not as extended as Mr. Hull’s, I am sure. Mr. 
Hull has listed a series of data which he says will be 
required by the companies to undertake to prepare cer¬ 
tain studies which he states he believes are in the na¬ 
ture of rebuttal studies. I am pretty sure that much, 
if not all, of the data he mentioned will be presented 
by the Staff when it puts on its case, in the exhibits, 
or in the oral testimony, or in both. If it does not 
appear in the exhibits, or in the oral testimony, it 
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probably appears in the working papers, exhibits very 
often representing mere summarizations. It may be, 
however, that certain of the data, without attempting 
to name it, may not appear either in the working 
papers or in the testimony, or in the exhibits. [873] I 
am not saying that may be the case. I do not fcnow. 
If that be the case, there is no obligation upoh the 
Staff to supply any data named by the counsel that 
does not appear in the exhibits, or the testimony, or 
the working papers. The Staff presents its case oh the 
basis that it deems sufficient. That is the only obliga¬ 
tion it has in the case. I might inquire at this time 
whether Mr. Hull now commits himself to furnishing 
to the Staff all of the data in their possession bearing 
on the items enumerated by him. 

• i • 

Mr. Hull: Mr. Examiner, as I understand it, we 
do not have such data and, therefore, could not sup¬ 
ply such data. However, the data requested are, as 
we understand, all necessary for the computation of 
the reserve requirement, and the annual depreciation 
allowance on the theories entertained by the Commis¬ 
sion^ Staff. I am perfectly willing to commit myself 
at this time to furnish you with any information that 
we have, but some of this we do not have- 

Mr. Goldberg (interposing): All right. 

[874] Mr. Hull: —and never used. 

Mr. Goldberg : Then we both make the same com¬ 
mitments in this case, and I say to the extent there 
may be such information that counsel for the Respond¬ 
ents seeks in the working papers of the Staff or the 
exhibits or the oral testimony presented here it will 
be solely because the Staff presented its case—I mean 
if it is not in such places—it will be solely because the 
Staff presented its case in the manner that it deemed 
sufficient, and such data as does not appear in those 



308 


George W. Spaulding , Direct 


sources I state that it will be the responsibility of the 
Respondents to secure from their own records which 
are, of course, the sources of our information. 

• • • 

Trial Examiner: Now in the matter of counsel’s 
statement, the Examiner is not able at this time to rule 
what is rebuttal and what is not proper rebuttal. The 
ruling can only be made when the case has progressed 
to a stage beyond this. 

The letter addressed to Pennsylvania Water & 
Power Company, November 16, 1945, by the Acting 
Secretary of the [875] Commission, states what the 
order of procedure at this hearing will be as far as 
Pennsylvania Water & Power Company and Susque¬ 
hanna Transmission Company of Maryland are con¬ 
cerned. And the Examiner has called upon those com¬ 
panies to present their evidence in chief, or the case on 
direct, and can only leave it up to counsel for those 
two companies to determine what their direct testi¬ 
mony and evidence will be. 

If counsel desires to take the risk of a later ruling 
on the part of the Trial Examiner as to what is proper 
on rebuttal, that is his responsibility. The Examiner 
will be guided by the general rules of law as to what 
rebuttal, proper rebuttal testimony is. 

Mr. Sparks: May I say, Mr. Examiner, that we 
have about reached the point where we would normally 
close, but Mr. Hull has pointed out the situation which 
results from the order of the Commission requiring 
us to go first, in this respect: That we were not advised 
of any of Commission’s counsel’s contentions until the 
opening part of the case. It was, therefore, encumbent 
upon us to guess as to what we ought to put in, as to 
what might meet future contentions that may be made 
by Staff counsel, and by others, all others, in fact. So 
it looks to us as if your Honor’s ruling leaves us in 





George W. Spaulding, Direct 


309 


this position where we cannot say that onr direct testi¬ 
mony is closed, since it may very well be that pther 
testimony we have, when we have seen the Commis¬ 
sion’s case, will be relevant, [876] but may be subject 
to a technical statement as to whether it is direct <|>r re¬ 
buttal, or redirect. So I am saying, in substance, 
simply this, your Honor, that we have completed our 
presentation and we have complied with the order as 
far as we can see, but we do not feel that we oug^it to 
be required to say that our direct testimony is now 
completed when we are not in the position, because of 
the order of procedure, to state whether or not our 
direct testimony is completed. 

Trial Examiner: What was that last? 

Mr. Sparks: What I am saying, in substance, is 
simply this, your Honor, that we believe we have |com- 
plied with the order as far as we can see, but wje do 
not feel that -we ought to be required to say that our 
direct testimony is now completed when we are nc|t, in 
fact, in a position because of the situation in regard 
to the order of procedure to state whether or not our 
direct testimony is, in fact, completed. 

Just one other point in that connection: That is 
this, do we understand now that your Honor has jbeen 
authorized to change the order of procedure? We 
do not know whether that extends to the point that 
your Honor can say that the order may be varied so 
far as Respondents are concerned in respect thai we 
have mentioned, but if so, we think that it woul£ be 
proper for your Honor to permit, if it requires a varia¬ 
tion in the order of procedure, to permit us to pu|t on 
such testimony as we believe is proper after the data 
are in the record, [877] or after they have been fur¬ 
nished to us. 

Trial Examiner: The Examiner said he was au¬ 
thorized to entertain the motions made by counsel for 
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the Public Service Commission of Maryland, the Penn¬ 
sylvania Public Utility Commission, and counsel for 
the Consolidated Gas Electric Light & Power Com¬ 
pany, and made no further statement. The Examin¬ 
er’s ruling on those motions was specific. The Ex¬ 
aminer cannot change the order of procedure any 
further. 

Counsel for the Pennsylvania Water & Power 
Company and Susquehanna Transmission Company of 
Maryland will have to use their own judgment as to 
what they desire to put on as their direct testimony in 
this proceeding. 

Mb. Spabks : May I point out to your Honor, then, 
that the ruling wfill require us to ask for time to gather 
the data that we have requested of Staff counsel to 
make the computations necessary for the purposes 
which Mr. Hull mentioned in order that we may pre¬ 
sent that as direct testimony, in the event that it may 
be held that testimony, or part of it, or all of it, is not 
proper rebuttal testimony. 

Tbial Examinee: The Examiner understands 
counsel’s statement made with reference to Respondent 
companies having completed direct testimony that 
they have prepared to offer with respect to deprecia¬ 
tion and various items related thereto, which he re¬ 
cited. 

Counsel takes the position that he is unable to 
prepare [878] these studies unless he has opportunity 
to and is able to obtain such data from Staff counsel. 

Mb. Spabks: Yes, your Honor. 

Tbial Examinee: Then how can counsel support 
a request for the recess, having that in mind? 

Mr. Sparks: It is our position, if your Honor 
please, as Mr. Hull stated, that this evidence that we 
would offer, we believe, is rebuttal evidence, but it is 
only the factor entering into the situation that per- 
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haps it may be held not to be rebuttal, but to be proper 
direct testimony, in which event when we come to re¬ 
buttal time we would be in a rather serious predica¬ 
ment. 

Trial Examiner: You are asking the Trial Exam¬ 
iner to rule at this time as to what is the scope of your 
direct testimony; at least what the scope of your direct 
testimony should be. 

Mr. Sparks: I do not believe so, your Honor. 

I believe I can state it this way: We are prepared 
to say to your Honor that this is all the evidence we 
have at this time, but there is the likelihood, or pos¬ 
sibility, rather, that some further testimony we have 
may be termed direct testimony and in that event we 
merely want your Honor to permit us to put it on; and 
permit us to finish our case today without saying that 
we close our direct presentation. 

Mr. Goldberg : Mr. Examiner, I gather the im¬ 
pression [879] from Mr. Sparks’ statement that in 
addition to the matters discussed by Mr. Hull, the com¬ 
pany is thinking in terms of presenting that testi¬ 
mony; and also they are thinking of presenting other 
testimony, which I seem to gather is prepared at this 
time. I would like to inquire, if there is other pre¬ 
pared testimony, what is its nature. 

Mr. Sparks: I think the answer to that is “no”, 
if your Honor please. 

Mr. Goldberg: Now, Mr. Examiner, I would just 
like to say this in response to Mr. Sparks’ statement, 
the Staff was not advised of the company’s contentions 
in this case, but the Staff, nevertheless, prepared its 
case on the basis of its own investigation, and its own 
position on the elements of this rate case. I do not 
know why the Respondents could not have gone out 
and have done likewise. I submit further, Mr. Exam¬ 
iner, that the Respondents, while perhaps not asispe- 
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cificaUy advised, as they were at the outset of the 
hearing, of the position of the staff, they were well 
aware of that position, particularly certain counsel in 
this case who participated in the Safe Harbor Water 
Corporation rate case, Docket IT-5914. For that mat¬ 
ter, Mr. Examiner, the Commission could have said 
to the company, “Come on in and defend your rates.’’ 
There is no obligation on the Commission or the Staff 
or anybody else to put in any case. And the Commis¬ 
sion could have done that and the company would have 
had to come forward with every bit of [880] evidence 
that they had in support of their position without 
anything else being done. The contentions of the Staff 
make no difference whatsoever as to that type of testi¬ 
mony. The fact of the matter is that all of the testi¬ 
mony could have been presented on the basis of the 
company’s own contentions, not on the basis of the 
Staff’s contentions, if the company had seen fit to do 
so, and could, of course, have been presented as direct 
testimony, but there is nothing incumbent upon the 
Staff with regard to the nature of the direct testimony 
of the company. 

Trial Examiner: Counsel for the company’s posi¬ 
tion is this, is it not, that without presentation of evi¬ 
dence by Staff counsel he would not undertake at this 
time any further preparation of evidence; in other 
words, there are no studies on these subjects which are 
mentioned in counsel’s statement? There are no studies 
on those subjects now under course of preparation; is 
that correct? 

[881] Mr. Sparks: I do not think that is quite true, be¬ 
cause there were some statements by Mr. Goldberg 
with regard to the effect of a depreciated rate base, 
as Mr. Hull has mentioned, that we might find our¬ 
selves in the position of having to answer even though 
there was no testimony in the record presented by 
Staff counsel. 
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Mb. Goldberg: If that be so- 

Trial Examiner: The whole thing is that no steps 
are in progress on the part of the company fotr the 
preparation of testimony or exhibits for offering at 
this stage of the proceeding; that is your ca$e on 
direct ? 

Mr. Sparks: That is correct, if Yonr Honor please, 
except for the corrections and what we suggest as to 
whether some of the testimony described by Mr. Hull 
may be held some time to have been proper on direct 
and not on rebuttal. j 

Trial Examiner: The counsel will not be able to 
determine what he shall do in that direction until the 
Examiner has ruled what is the proper scope of re¬ 
buttal; is that it! 

Mr. Sparks: Yes. 

Trial Examiner : The Examiner can only mate his 
ruling when he arrives at that point. 

Mr. Sparks: But I think Your Honor could rule 
that we need not be in the position of saying that our 
direct testimony is completed, but I think we cai} say 
that we [882] have nothing further to offer at this 
time. 

Trial Examiner: The Examiner cannot anticipate 
what his ruling will be in regard to rebuttal ih the 
light of all the discussions we have had. The E±am- 
iner will rule that this is time for the counsel for the 
two companies to present whatever testimony in evi¬ 
dence they wish to present in connection with their 
case in chief. 

Mr. Sparks: We will take an exception. 

• • • 

[883] Mr. Sparks: If Your Honor please, may I ask 
Your Honor to direct Staff counsel to furnish or nhake 
available to Respondents the data requested by Mr. 
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Hull in his statement this afternoon, and to give us a 
recess of six weeks from the time that that is fur¬ 
nished or made available to us, to permit us to prepare 
further evidence with regard to depreciation. 

Trial Examiner: This matter still has to do with 
the stage in this proceeding which will be reached in 
the due course of events and which has to do with 
rebuttal testimony. 

The request that counsel now makes will undoubt¬ 
edly be answered in part if Staff counsel now proceeds 
to put on his testimony. 

Mr. Sparks: That, I think, is the difficulty, Your 
Honor. It may be answered only in part. 

Trial Examiner: We will take that matter up 
when we come to it. 

Mr. Sparks: I understand then that Your Honor 
has denied my request? 

Trial Examiner: That is correct. 

Mr. Sparks: We take an exception, if Your Honor 
please. 

Now, if Your Honor please, we request that Re¬ 
spondents be given a recess of at least two weeks in 
order that we may do the best we can with what data 
we have to prepare [884] further testimony on de¬ 
preciation before we close our case. 

Trial Examiner: Counsel is now in no way modi¬ 
fying the statement which was made with regard to 
the Respondent companies’ having completed the di¬ 
rect testimony which they have prepared and will offer, 
as contained in the statement which was made after 
the last witness left the stand. 

Mr. Sparks: No, we are not varying that state¬ 
ment, if Your Honor please, but- 

Trial Examiner (interrupting): This present re¬ 
quest relates to that identical statement, does it not? 
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Mr. Spabks: It relates to that statement, and to 
the further statement that we will have some addi¬ 
tional evidence which may be subject to the question of 
whether it is direct or rebuttal evidence. 

Trial Examiner : The Examiner has already stated 
his position with regard to that question, and the re¬ 
quest is denied. 

Mr. Sparks: May I make it plain, if Your Honor 
please, that we did not mean to imply that we have 
completed and closed our direct evidence on deprecia¬ 
tion. That was the whole purpose of the statement 
which Mr. Hull made. 


[885] Trial Examiner: The Examiner understands coun¬ 
sel’s position and has instructed counsel for the com¬ 
pany to proceed at this time with such evidence jand 
testimony as properly relates to his case in chief, and 
if counsel is unable to do that at this time, the Exam¬ 
iner will instruct that the proceedings continue at this 
moment. 

Mr. Sparks: We take an exception to Your 
Honor’s ruling, and I state at this time that this is all 
the evidence we have to offer at this time as to our 
case in chief, and I should like to call Your Honor’s 
attention to the fact that there are a number of ex¬ 
hibits on which ruling has been reserved, so that we 
cannot close our case in chief until those rulings l^ave 
been made. 

May I also say, if Your Honor please, that for the 
purpose of expediting these proceedings and to advise 
the Respondents of the contentions of the Government, 
as represented by the Staff of the Commission knd 
Commission counsel, it is requested that Commission 
counsel be required to state for the record the conten¬ 
tions of the Commission Staff as to each of the fol¬ 
lowing particulars: 
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1. Is the authority of the Commission to regulate 
and control rates or charges in this proceeding to be 
exercised under Part I of the Federal Power Act? 
If so, under which sections? 

2. Is it contended that either of the States of [886] 
Pennsylvania or Maryland has not authorized, em¬ 
powered or provided a commission or other agency for 
the regulation and control of the rates and charges of 
payment for services to be rendered by Respondents 
or by their customers engaged in public service, within 
the meaning of Section 19? 

3. Is it contended that either of the States of 
Pennsylvania or Maryland has not provided a com¬ 
mission or other authority to enforce the requirements 
of Section 20 within their respective States? 

4. Is it contended that the States of Pennsylvania 
and Maryland are unable to agree, through their prop¬ 
erly constituted authorities, on the services to be ren¬ 
dered by Respondents or on the rates or charges of 
payment therefor, within the meaning of Section 20? 

5. Is it contended under Section 20 of the Act 
that the Commission has jurisdiction in this proceeding 
to regulate and control the services rendered by Re¬ 
spondents to Consolidated Gas Electric Light & Power 
Company of Baltimore, and to regulate and control 
the component part of the rates and charges of pay¬ 
ment for such services as do not constitute interstate 
or foreign commerce, particularly the special facilities 
services comprising the furnishing of the Highland- 
town substation facilities and the Gunpowder Falls 
transmission line in the State of Maryland? 

6. Is it contended under Section 20 that the Com¬ 
mission [887] has jurisdiction in this proceeding to 
regulate and control any of the services rendered by 
Pennsylvania Water & Power Company, by itself or 
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jointly with Safe Harbor Water Power Corporation, 
to Metropolitan Edison Company, Pennsylvania P^wer 
& Light Company, Philadelphia Electric Company, or 
Pennsylvania Railroad Company, all in the Sta^e of 
Pennsylvania, and to regulate and control the fates 
and charges of payment for any of such services! If 
so, which services, rates and charges to which Com¬ 
panies ? 

7. Is it contended that the Commission has juris¬ 
diction in this proceeding under the Act to regulate 
and control or to determine and fix by order any di¬ 
visions of rates or charges which may be received by 
Pennsylvania Water & Power Company for services 
rendered jointly with others? If so, which divisibns? 

8. Is it contended that the Commission has juris¬ 
diction in this proceeding under the Act to regulate 
and control or to determine and fix by order any fates 
or charges for services rendered jointly with others 
without making such other participants in such joint 
services parties respondent to this proceeding? 

9. Is it contended under Part II of the Act that 
the Commission has any jurisdiction to determine and 
fix by order any of the rates, charges or classifications 
of Pennsylvania Water & Power Company for services 
rendered its customers? [888] If so, is the authority 
of the Commission in this proceeding to be exercised 
under Part II of the Act, particularly Sections 206 (a) 
or 206 (b) thereof? 

10. Is it contended under Part II that the rate^ or 
charges of Pennsylvania Water & Power Company und 
Safe Harbor Water Power Corporation for service^ to 
Consolidated Gas Electric Light & Power Company of 
Baltimore are for the transmission or the sale of elec¬ 
tric energy, within the meaning of Sections 201 |(b) 
and 206 (a), and that thereby the Commission |ias 
jurisdiction in this proceeding under such Section^ to 
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determine the justness and reasonableness of such 
rates or charges and to fix the same by order? 

11. Is it contended under Part II that the Com¬ 
mission has any jurisdiction in this proceeding to de¬ 
termine and fix by order the component part of the 
rates and charges of Respondents for the special facili¬ 
ties services rendered to Consolidated Gas Electric 
Light & Power Company, comprising the furnishing 
of the Highlandtown substation facilities and the Gun- 
pow’der Falls transmission line in the State of Mary¬ 
land? 

12. Is it contended under Part II that the Com¬ 
mission has any jurisdiction in this proceeding to de¬ 
termine and fix by order the component part of the 
rates and charges of Pennsylvania Water & Power 
Company and Safe Harbor Water Power Corporation 
to Consolidated Gas Electric Light and [889] Power 
Company for the services rendered by them jointly 
with others to the Pennsylvania Railroad Company in 
the State of Maryland? 

13. Is it contended under Part II that the rates 
or charges of Pennsylvania Water & Power Company, 
by itself or jointly -with Safe Harbor Water Power 
Corporation, for any of the capacity, energy or special 
services to Metropolitan Edison Company, Pennsyl¬ 
vania Power & Light Company, Philadelphia Electric 
Company or Pennsylvania Railroad Company, all in 
the State of Pennsylvania, are subject to the jurisdic¬ 
tion of the Commission in this proceeding? If so, 
which of the rates or charges for such services to 
which of such customer companies? 

14. Is it contended under Part II that the rates 
and charges of Pennsylvania Water & Power Company 
jointly with Safe Harbor Water Power Corporation, 
Consolidated Gas Electric Light and Power Company 
of Baltimore and Potomac Electric Power Company 
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for services to Pennsylvania Railroad Companjp are 
sales of electric energy at wholesale, within the Clean¬ 
ing of Sections 201 (b) and 201 (d), and are thereby 
subject to the jurisdiction of the Commission in this 
proceeding? 

15. Which of the rates, charges, or classifications 
for services, which it may be contended are subject to 
the jurisdiction of the Commission in this proceeding 
under Part II, or which of the rules, regulations, brac- 
tices or [890] contracts affecting such rates, charges or 
classifications is it contended are unjust, unreasonable, 
unduly discriminatory, or preferential? 

The Respondents state that in order to expedite 
this proceeding in an orderly manner and to afford 
them a fair and adequate opportunity to know and 
meet any of such contentions, if made, Commission 
Counsel should be required to reply to the foregoing 
interrogatories. The complexity of the questions 
which may arise, as stated in the foregoing interrfoga- 
tories, illustrates and shows the handicap that the Re¬ 
spondents have been subjected to by the orders o^ the 
Commission in this proceeding. Failure to indicate 
the contentions of the Government in the abovq re¬ 
spects, or in any other respect unknown to Respond¬ 
ents, will deprive Respondents of the fair hearing re¬ 
quired by the Federal Power Act and by the due 
process clause of the Fifth Amendment to the Cohsti- 
tution of the United States. 

For the foregoing reasons, it is also requested 
that counsel for any of the other parties to this b r <>- 
ceeding also be required to state for the record their 
contentions as to each of the foregoing particulars. 
In addition, it is also requested that each of such other 
parties be required to state whether or not it is ^on- 
tended that the character and form of the r^tes, 
charges or classifications for services rendered by Re¬ 
spondents under any existing contracts or [891] 'the 
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services themselves should be changed or modified in 
any manner. 

We ask, if Your Honor please, that the statement 
of contentions which we have just requested be made 
to the Respondents no later than the time when counsel 
for the Staff completes his direct testimony. 

• • • 

[892] Trial Examiner: With respect to counsel’s state¬ 
ment as to contentions, the Examiner deems that no 
ruling is required at this time. 

Mr. Sparks: That certainly is acceptable, if your 
Honor please, so long as we can get a statement of 
those contentions before counsel for the Commission 
closes his direct case. 

Trial Examiner: At that time if counsel for the 
companies feels that he needs further specification of 
the issues, he will renew his motion to the Trial Ex¬ 
aminer. 

Mr. Sparks: Very well, sir. 

Mr. Goldberg : Mr. Examiner, I am not making any 
undertaking at this time to respond to any of the in¬ 
quiries [893] addressed to counsel by Mr. Sparks. In 
the first place, I do not think that it is necessary for 
counsel for the Staff to take any position with respect 
to those matters. 

Moreover, Mr. Examiner, if my recollection serves 
me right, all or virtually all of those claims contained 
in those paragraphs enumerated by Mr. Sparks were 
recited in one form or another in Respondents’ peti¬ 
tion for specifications of issues and reconsideration of 
the order of procedure, and the Commission denied that 
petition. 

Moreover, it appears to me from the Commission’s 
order that it has announced under what authority this 
proceeding would go forward, and I think that we can 
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take that announcement to mean that the Commission 
considers that it has jurisdiction under the Federal 
Power Act. 

In any event, as I say, I am not making any j com¬ 
mitment now with respect to those inquiries. I dill not 
pretend to follow them. They were being read qujickly 
and they were rather long and rather complicated. 

I should like to ask of counsel—they can do it now 
or they can do it before this proceeding terminates, 
but certainly before this proceeding terminates—j-that 
they set forth in detail in what respects the companies’ 
presentation of its case in this proceeding would be 
affected by the answers that would be made to those 
questions, whether they be yes or no or howsoever they 
may be made; in other words, what case would [894] 
they present in these proceedings had they known what 
the contentions were—and I submit they know what 
the contentions are. 

I would like to have them set forth in what re¬ 
spects they consider specifically that they are deprived 
of due process of law. 

I submit, Mr. Examiner, that no matter what posi¬ 
tion the Staff would take with respect to the inquiries 
directed to the Staff that the Respondents would pre¬ 
sent no different case than they are now presenting or 
will have presented when these proceedings are ter¬ 
minated. In no way whatsoever could the claims ^s to 
jurisdiction affect their claims as to the elements qf a 
rate case. I know not of one element of evidence [that 
they would present in this proceeding if the answers to 
the questions were one way or another, and I will 
await with patience and with a great deal of antici¬ 
pation a response to these inquiries. 

I have a few questions to direct at this timq to 
counsel myself. 

At transcript page 34, counsel stated that this Com¬ 
mission “has no jurisdiction over the rates, charges 
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and classifications of Pennsylvania Water & Power 
Company under Part 2 of the Act for the reason that 
the company is to be treated as a licensee and may be 
considered to be a purchaser of power from a licensee 
for use in public service, and is therefore [895] subject 
to Part 1 of the Act only”. Does counsel for the re¬ 
spondent mean by that statement that the Commission 
must treat the respondent as a licensee? That is the 
first question. 

Mb. Sparks : Do you expect an answer now in view 
of your reply to my inquiries? 

Mr. Goldberg : That is a very simple question and 
it is set forth in the transcript. If you feel you can¬ 
not answer it now, I have no objection to your thinking 
it over. 

Mr. Sparks: I have no doubt that I can answer it, 
but I would like to know what your other questions 
are. 

Mr. Goldberg : Surely. Is it the contention of the 
respondents that Penn Water is presently subject to 
Part 1 of the Act including Section 20, assuming that 
the prerequisites of Section 20 are valid and have been 
met, and by “prerequisites” I mean those alleged con¬ 
ditions in Section 20 to which counsel has already re¬ 
ferred? 

Mr. Sparks : The question is not clear to me, if your 
Honor please. 

Mr. Goldberg: What is there about the question 
that counsel does not understand? 

Trial Examiner: The reporter will repeat it. 

(The record is read.) 

Mr. Sparks: I don’t know which prerequisites he 
is ta lkin g about, if your Honor please. Section 20 is a 
long [896] paragraph. 


George W. Spaulding, Direct 


323 

Trial Examiner: Very well. 

Mr. Goldberg: I will specify. I have reference to 
this phrase “or such states are unable to agree thrpugh 
their properly constituted authorities on the services to 
be rendered or on the rates or charges of paylnent 
therefor”. 

Now, the next question is: When counsel mad^ the 
statement “may be considered to be a purchaser of 
power from a licensee for use in public service and is 
therefore subject to Part 1 of the Act only”, which 
appears at transcript page 34, lines 10 to 12, did coun¬ 
sel mean by that statement that Penn Water mudt be 
treated as subject to Part 1 of the Act, if subject to the 
Act at all, because it purchases electric energy ^rom 
Safe Harbor, a licensee under Part 1? 

Trial Examiner: Read that. 

(The record is read.) 

Trial Examiner: Before we get into a discussion 
of all of these contentions, which it occurs to the Exam¬ 
iner is more properly a matter for briefs, the Examiner 
will ask counsel how necessary it is to have answers 
at this time in his proceeding with his direct evidence? 

Mr. Goldberg: Having stated a contention in the 
record, Mr. Examiner, I believe I am entitled to know 
what it means, and all my questions are related to a 
clarification of their first contention set forth on page 
34 of the transcript. 

[897] My other questions, about due process and what 
sort of a case they would have put in here if they knew 
what the answers to the questions would be—which I 
submit they know—and that, Mr. Examiner, relate^ to 
matters directed to the Staff counsel. 
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[898] STANLEY W. ROLAND, 

a witness called by Federal Power Commission, being first 
duly sworn, testified as follows: 

Direct Examination. 


By Mr. Goldberg : 

Q. Please state your name and address. A. Stanley 
W. Roland, 4316 North Glebe Road, Arlington, Virginia. 

Q. Mr. Roland, may I suggest that you speak up? 
They cannot hear you over to the left of me at the table. 
What is your occupation? A. Electrical engineer. 

Q. Are you employed by the Federal Power Commis¬ 
sion? A. Yes, sir. 

Q. What is your position with the Federal Power Com¬ 
mission? A. I am the head of the Electric Rate Inves¬ 
tigation Section in the Division of Rates and Certificates. 

Q. How long have you been employed by the Federal 
Power Commission? A. Since April, 1934. 

Q. Will you state your educational training as it re¬ 
lates to your profession? A. I received the Bachelor of 
Science Degree in [899] Electrical Engineering from the 
University of Wisconsin in 1926. Received the Master of 
Science Degree in Electrical Engineering from the Har¬ 
vard Engineering School’ in 1933. Completed graduate 
courses in Public Utility, Economics and Power Transmis¬ 
sion at the Massachusetts Institute of Technology during 
the su mm er of 1931. 

I also did some graduate work in Electrical Engineer¬ 
ing in connection with my teaching at the Michigan State 
College and at the University of Missouri. 

Q. Please describe your experience as an engineer be¬ 
fore coming to the Federal Power Commission? A. 
Prior to entering the University of Wisconsin, I was em¬ 
ployed for about six months as an apprentice electrician 
for an electrical contractor in Rockford, Illinois, and for 
about IY 2 years as a meter-tester and as an electrician on 
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substation construction work for the Rockford Electric 
Company. 

Between school' terms, while attending the University 
of Wisconsin, I was employed by the same company q,s an 
electrician for maintenance and new construction woifk at 
its combined steam and hydroelectric power station at Rock¬ 
ford. I also worked as a draftsman and inspector in the 
company’s distribution department. 

Following graduation from the university I was em¬ 
ployed as a cadet engineer by The Milwaukee Electric 
[900] Railway & Light Company. By that Company I was 
first assigned to the electrical maintenance crew at Lake¬ 
side steam electric station, and from there I was transferred 
to the Power Sales Department where I stayed until 1928. 
My work in that department consisted primarily in making 
studies of the comparative costs of purchased power and 
power generated at customer-owned power plants. 

I also made studies and recommendations regarding 
the installation of capacitors and synchronous motor^ on 
customers’ premises, and worked together with the Engi¬ 
neering department in planning customer-owned substa¬ 
tions. 

During the 1928 and 1929 school-year, I was employed 
as an instructor in Electrical Engineering at the Michigan 
State College, Lansing, Michigan. 

From 1929 to 1932, I was employed as an instructor in 
Electrical Engineering at the University of Missouri. Dur¬ 
ing the summer of 1930 I was employed as a test engineer 
in the Power Transformer Department of the General ijlec- 
tric Company, Pittsfield, Massachusetts. 

I came with the Federal Power Commission in 1934. 
During the school-year 1940-1941 I was an associate in 
Electrical Engineering at George Washington University, 
teaching an evening class in Electrical Engineering. 

Q. Would you describe in general the nature of your 
experience with the Federal Power Commission? ! A. 
When I first came with the Commission in April, [9bl] 
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1934, I was assigned to work on the preparation of ques¬ 
tionnaire forms to gather engineering and statistical in¬ 
formation for the National Power and National Electric 
Rate Surveys, and to set up the machinery for obtaining 
this information from all the major electrical utility com¬ 
panies in the United States. 

After completing this work I was assigned to assist the 
Chief of the Power Requirements Division in studying the 
possibility of interconnecting and coordinating the opera¬ 
tions of the hydro and steam-electric facilities in several 
of the Southeastern states, and to devise methods for mak¬ 
ing similar studies for other areas in the country. 

I spent about one year as a special assistant to the 
Commissioner in charge of the National Power and Elec¬ 
tric Rate Surveys, devoting my time principally to review 
and analysis and editing of numerous engineering and sta¬ 
tistical reports prepared by the staff of the Survey. 

Subsequently, I devoted some time to the preparation 
of the questionnaire form called “ Power System State¬ 
ment’ ’ Form No. 12, which is used to gather data on the fa¬ 
cilities and operations of electric power systems in the 
United states. 

[902] In 1938, several Commission engineers, and I, were 
loaned to the City of Fort Worth, Texas, to make field and 
office studies to determine the cost of constructing an elec¬ 
tric distribution system for the city. For two years, I 
made office and field studies of the facilities and operations 
of a number of electric utilities to determine whether or 
not such facilities were subject to the jurisdiction of the 
Federal Power Commission. 

These studies included analyses of contracts, computa¬ 
tions and preparation of exhibits relating to energy flows 
over the facilities of Jersey Central Power and Light, Pub¬ 
lic Service Electric and Gas Company of New Jersey, and 
of the Staten Island Edison Corporation, Docket IT-5518. 

I also made field studies of the facilities, operations, 
energy transfers across state boundaries, and sales at 
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wholesale of a number of operating companies comprising 
the New England Power and Western Massachusetts Com¬ 
panies. 

I made similar field studies regarding energy floors on 
the Hartford Electric Light Company and Connecticut 
Power Company system. 

In connection with Docket IT-5513, involving New 
York Power and Light Corporation and Twin States Gas 
and Electric Company, I made a field study and testified as 
to the facilities used for the transmission and sale of elec¬ 
tric energy across a state boundary. 

[903] I have participated in other proceedings before! the 
Commission involving studies of power contracts and of the 
facilities for the transmission and sale at wholesale of elec¬ 
tric energy transmitted to or from points outside the State. 

During the course of my employment with the Compiis- 
sion, I have had a number of special assignments cover¬ 
ing technical studies relating to the adequacy of transmis¬ 
sion facilities; engineering and economic studies to deter¬ 
mine probable markets for power in the vicinity of pro¬ 
posed hydroelectric projects; field and office studies re¬ 
garding the facilities and operations of The Deepwater Op¬ 
erating Company and the Delaware Power and Light Com¬ 
pany, in connection with a preliminary investigation of the 
rates charged the Philadelphia Electric Company; analysis 
of documents submitted by public utilities regarding the 
proposed sale of their properties, and the preparation of 
reports thereon to the Commission covering the engineer¬ 
ing and economic aspects of such proposals; field investi¬ 
gations and cost studies in connection with the Commis¬ 
sion’s investigation of the southwest power pool which Vas 
formed to supply power to a large aluminum plant in Ar¬ 
kansas. 

I spent about one year analyzing the proposed costj of 
special facilities involved in war power contracts subject 
to Commission review under the President’s directives^ to 
determine their reasonableness. Immediately prior to the 
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assumption of my present duties, I was head of the Trans¬ 
mission [904] Section in the Commission’s Bureau of 
Power. 

Q. Who is your immediate supervisor at the present 
time? A. Mr. Edgar S. Coffman, Chief, Division of 
Bates and Certificates. 

Q. Is your work in the Division assigned by Mr. Coff¬ 
man? A. Yes. 

Q. What assignments were you given in connection 
with this proceeding? A. I was instructed by Mr. Coff¬ 
man to prepare a report describing the facilities and op¬ 
erations of Pennsylvania Water and Power Company, and 
the Susquehanna Transmission Company of Maryland’s 
properties; to estimate the probable service lives of the 
properties owned by these two companies; to make a study 
of the transmission of electric energy by Pennsylvania 
Water & Power Company and by Susquehanna Transmis¬ 
sion Company of Maryland, from Pennsylvania to points 
of sale at wholesale for resale in Maryland and from Mary¬ 
land to points of sale at wholesale for resale in Pennsyl¬ 
vania. 

I was also instructed to estimate the cost to Pennsyl¬ 
vania Water & Power Company of furnishing electric serv¬ 
ice to its resale customers, and to ascertain the date that 
commercial operations of the Holtwood hydroelectric 
project commenced. 

Q. What parts of this assignment did you personally 
[905] undertake? A. I prepared the estimates of prob¬ 
able service lives and made the study of transmission of 
electric energy across state lines. 

The other assignments were handled by Mr. George 
Davis and Mr. Clifton Howell, under my general super¬ 
vision. Mr. Howell assisted me in my assignment regard¬ 
ing service lives as did Mr. M. E. Bybuth and Mr. I. C. 
Jeffery, both of whom are no longer with the Commission. 

Q. As a result of studies made, are you prepared to 
state whether Pennsylvania Water & Power Company owns 
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and operates facilities for the generation of electric en¬ 
ergy? A. I am. 

Q. Does Pennsylvania Water & Power Company |)wn 
and operate facilities for the generation of electric eneijgy? 
A. Yes, it does. In my testimony, I usually refer to Penn¬ 
sylvania Water & Power Company as ‘ ‘ Holtwood ’ ’. 

Q. What type of generating facilities does Holtwjood 
own and operate and where are they located? A. Holt- 
wood owns and operates a hydroelectric plant and a st^am 
electric plant, both of which are located on the Susque¬ 
hanna River at Holtwood, Pennsylvania. In my testimony, 
I usually refer to these plants as the Holtwood plants! 

Q. Does Holtwood own and operate facilities for the 
transmission of electric energy? [906] A. Yes. j 

Q. Does the Susquehanna Transmission Company] of 
Maryland own and operate facilities for the transmission 
of electric energy? A. Yes. In my testimony, I usually 
refer to Susquehanna Transmission Company of Maryland 
as “Susquehanna”. I 

Q. Are the facilities owned and operated by Holtwood 
and Susquehanna usually referred to as the Holtwood Sys¬ 
tem? A. Yes, they usually are, and in my testimony 
when I refer to the Holtwood System, I refer to the facili¬ 
ties owned and operated by Holtwood and Susquehanna,. 

Q. Does Holtwood receive electric energy from other 
electric utility companies ? A. Yes. 

Q. From what companies does Holtwood receive elec¬ 
tric energy? A. From the Safe Harbor Water Poorer 
Corporation, Metropolitan Edison Company, Pennsylvania 
Power and Light Company, Philadelphia Electric Company, 
and Consolidated Gas Electric Light & Power Company] of 
Baltimore. 

Q. Have you made a study to determine whether or jiot 
the transmission facilities owned and operated by Hqlt- 
wood and Susquehanna Transmission Company of Mary¬ 
land transmit energy from a state to points outside thereof? 
A. I have. 
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[907] Q. Will you outline briefly the sources of information 
which you employed in making the studies which you stated 
you have made? A. I examined reports which are filed 
with the Federal Power Commission each year by Holtwood 
and Susquehanna. The reports designated ‘‘Power Sys¬ 
tem Statement”, Federal Power Commission Form No. 12, 
contain system operating data, maps, diagrams and other 
engineering data. 

Other reports which I examined are designated 
“Annual Report”, Federal Power Commission Form No. 
1, and contain financial and operating data as well as in¬ 
formation as to physical facilities. 

I also examined information which I obtained from 
Holtwood especially for these studies, regarding the 
amounts of generation at the Safe Harbor and Holtwood 
plants, energy transfers over various circuits, energy sales 
by Holtwood, points of delivery and metering for various 
periods of time which I specified. 

I also discussed matters relating to energy flow, inter¬ 
connection points, metering points, and points of sale to 
other utilities with engineers at Holtwood. 

Holtwood also furnished me with a pamphlet contain¬ 
ing system engineering data, which I used, and I examined 
some of the facilities involved in these studies, in the field. 

Mr. Goldberg: Mr. Examiner, at this time I ask 
to [908] have marked for identification as Exhibit No. 
37 a map entitled, “Transmission Lines and Intercon¬ 
nections of the Pennsylvania Water & Power Company 
and Susquehanna Transmission Company of Mary¬ 
land.” 

Trial Examiner : The map will be marked Exhibit 
No. 37 for Identification. 

(The document referred to was marked Exhibit 
No. 37 for Identification.) 
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By Mr. Goldberg: 

Q. Mr. Roland, what do those various sources oi: in¬ 
formation which you employed in making your studies sfhow 
regarding the ownership of transmission lines by Holtwood 
and Susquehanna? A. In answering that questioh, I 
would like to refer to a photostatic copy of a transmission 
map which Holtwood filed with the Federal Power Com¬ 
mission in its Federal Power Commission Form No. 12, 
“Power System Statement” for 1944, and which carries 
Holtwood file number A-130463, which is now Exhibit 
No. 37. 

This map marked for identification as Exhibit Not 37 
shows the transmission lines owned and operated by Btolt- 
wood and Susquehanna as well as transmission lines o'^ned 
by others. The solid black lines shown as located within 
the State of Pennsylvania designate transmission Ijnes 
owned and operated by Holtwood. 

The solid black lines shown as located within the State 
[909] of Maryland designate transmission lines owned und 
operated by Susquehanna. A short section of 110 kv line 
extending from Consolidated of Baltimore’s Philadelphia 
Road Substation, located across the street from Highland- 
town Substation, to its Gunpowder Substation, is ownedj by 
Susquehanna but leased to the Baltimore Company. Tjhis 
is shown as a dashed line on the map. 

Q. What does Exhibit 37 show with respect to the 
various lines owned and operated by Holtwood and Sus¬ 
quehanna? A. Exhibit 37 shows for each line owned 
and operated by Holtwood and Susquehanna the type of 
supporting structure, kva rating per phase, frequency, num¬ 
ber of circuits per structure, kva rating per circuit, length 
of the line, and the size and type of conductor. 

For example, the two lines shown in heavy black ^re 
220 kv, three-phase, 60 cycle, single circuit lines supported 
on steel towers. 

The two lines extending from Holtwood to Highland- 
town are 66 kv, 3-phase, 25 cycle, each line consisting of 
two circuits supported on steel towers. 
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The line extending from Conestoga Substation near 
the Safe Harbor plant to Perryville, Maryland, consists of 
four 132 kv single phase, 25 cycle circuits supported on 
steel towers. 

The line from Holtwood to Coatesville consists of two 
[910] 66 kv, 3 phase, 60 cycle circuits, supported on steel 
towers. 

The line from Holtwood to York is also two 66 kv, 
3 phase, 60 cycle circuits, supporting on steel towers. The 
tie line between the Safe Harbor and Holtwood Plants is 
also double circuit, 66 kv, 3 phase, 60 cycle, supported on 
steel towers. 

Q. Are the lines which you have described facilities for 
the transmission of electric energy? A. Yes, they are. 

Q. Does Holtwood deliver electric energy to other com¬ 
panies which those companies sell? A. Yes. 

Q. To what companies does Holtwood deliver such 
energy? A. Consolidated Gas Electric Light and Power 
Company of Baltimore; Pennsylvania Power and Light 
Company; Philadelphia Electric Company; Metropolitan 
Edison Company, and to Pioneer Electric Company. 

Q. Does Holtwood deliver any electric energy to any 
other person? A. Yes. 

Q. To whom does it make such deliveries? A. To 
Pennsylvania Railroad Company. 

Q. Under what contracts are Holtwood’s deliveries 
made to other utility companies? A. Deliveries to the 
Baltimore Company are made under [911] contracts in 
evidence in this proceeding as Items E, F, G, H and I. 

Deliveries to Pennsylvania Power and Light Company 
and to Pioneer Electric Company are made under Lan¬ 
caster Power Supply contract of May 1, 1933, between 
Holtwood, Safe Harbor and Pennsylvania Power and Light 
Company, as supplemented by agreements of June 19, 
1934, November 1, 1939, and October 14, 1941. 

Firm deliveries to Philadelphia Electric Company are 
made under Coatesville Power Supply contract of August 
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1, 1933, between Holtwood, Safe Harbor and Philadelphia 
Electric Company, as supplemented by agreement d£ De¬ 
cember 13,1938. 

The sale of interchange power to Philadelphia Ellectric 
Company through the Pennsylvania Railroad is provided 
for in the parallel operation agreement of June 22, j 1938, 
between Baltimore Company, Philadelphia Electric j Com¬ 
pany, Safe Harbor, Holtwood and Pennsylvania Railroad, 
and in the interchange and load shifting agreement of June 
22,1938, between Holtwood and Philadelphia Electric Com¬ 
pany. 

Deliveries to Metropolitan Edison Company are made 
under contract of November 15, 1945, between Holtwood 
and Metropolitan Edison Company. 

Q. Have you examined the contracts which you have 
just named? A. Yes. 

[912] Q. Have you examined the billings under those con¬ 
tracts? A. Yes. 

Q. Does Holtwood receive delivery of electric energy 
under any of those contracts from any of the companies to 
which it makes deliveries? A. Yes. 

Q. Will you name them? A. Baltimore Coippany, 
Pennsylvania Power & Light Company, Philadelphia Elec¬ 
tric Company and Metropolitan Edison Company. 

Q. Does Holtwood receive payment from any <jf the 
companies to which it makes deliveries of electric epergy 
under any of the contracts which you named? A Yes. 

Q. What service does Susquehanna perform? A. 
Susquehanna is engaged solely in transmitting energy for 
Holtwood. 

Q. Does Holtwood sell any of the electric energy de¬ 
livered under any of the contracts to which you have re¬ 
ferred? A. Yes. 

Q. To what companies does Holtwood sell elpctric 
energy delivered to those companies by Holtwood jmder 
any of the contracts to which you have referred? A. 
Baltimore Company, Pennsylvania Power & Light Com- 
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pany, Philadelphia Electric Company and Metropolitan 
Edison [913] Company. 

Q. Does Holtwood sell electric energy under those con¬ 
tracts to any of the four companies which you named, for 
resale? A. Yes. 

Q. Will you name the companies? A. Baltimore 
Company, Pennsylvania Power & Light Company, Phila¬ 
delphia Electric Company and Metropolitan Edison Com¬ 
pany. 

Q. I take it that by the Baltimore Company you mean 
the Consolidated Gas Electric Light and Power Company 
of Baltimore? A. Yes, sir. 

Q. Does Exhibit 37 designate the points at which the 
Holtwood System interconnects with the faculties of other 
utility companies? A. Yes. 

Q. At what points does the Holtwood System connect 
with the facilities of Consolidated Gas Electric Light & 
Power Company of Baltimore? A. The Holtwood Sys¬ 
tem connects with the facilities of the Baltimore Company 
at the latter’s Riverside and Westport Substations and at 
Susquehanna’s Highlandtown Substation in Baltimore, 
Maryland. These three points are designated on the trans¬ 
mission map, Exhibit No. 37, by the symbol “W’\ 

[914] Q. Does Holtwood deliver energy to Baltimore Com¬ 
pany at these points? A. Yes. 

Q. Does Holtwood make deliveries of energy to others 
for the account of Baltimore Company? A. Yes. 

Q. At what points are such deliveries made? A. 
Holtwood delivers energy to the Pennsylvania Railroad at 
Conowingo and Perryville, Maryland, for the account of 
the Baltimore Company. These points of delivery are 
designated by the symbol “W-l”. I am referring to Ex¬ 
hibit 37 again. 

When I say that Holtwood delivers energy to the Rail¬ 
road Company at these points for the account of the Balti¬ 
more Company, I mean that the actual sale to the Railroad 
Company is made by Baltimore, but the energy sold is 
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transmitted to these points over facilities owned anc. oper¬ 
ated by Holtwood and Susquehanna. 

Holtwood also delivers energy to the Potomac Electric 
Power Company for the account of the Baltimore Company 
at the point of connection of the 220 kv transmission facili¬ 
ties owned by Susquehanna Company and the 220 kv facili¬ 
ties owned by the Potomac Electric Power Company, at a 
point northeast of Takoma Park, Maryland. At this point, 
designated on Exhibit 37 as “W-l”, the sale of energy to 
the Potomac Electric [915] Power Company is made by the 
Baltimore Company. 

Q. What are, in general, the facilities by means of 
which the sales of electric energy by Holtwood, for resale, 
to which you have testified are made? A. Such facilities 
include transmission lines, substations, metering and other 
equipment used for recording and billing the amounts sold. 

Q. Have you made studies to determine, for some par¬ 
ticular period, the amounts of electric energy transmitted 
from Pennsylvania, over the facilities of Holtwood and 
Susquehanna across the Pennsylvania-Maryland staje line 
to points of delivery in Maryland? A. Yes. 

Q. Upon what information are these studies based? 
A. They are based upon information furnished me by Holt¬ 
wood showing the amounts of energy transmitted over 
those circuits from Holtwood to the Baltimore Company, 
in Maryland, and to the Potomac Electric Powrnr Company 
during the years 1943 and 1944. Potomac Electric ^ower 
Company’s facilities are usually referred to as the Wash¬ 
ington System. 

The combined facilities of Consolidated Gas Electric 
Light & Power Company of Baltimore, and of Potomac 
Electric Power Company, are usually referred to ^s the 
Baltimore-Washington System. In my testimony, I some¬ 
times use these abbreviations. 

[916] Me. Spabks : Your Honor, I wonder if the witness 

could go a little more slowly. It is very hard to follow 




336 


Stanley W. Roland, Direct 


him when he is speaking so rapidly, and Mr. Goldberg 
is speaking so rapidly. 

The Witness: I will be glad to do so. 

By Mb. Goldberg: 

Q. Is electric energy also transmitted over the trans¬ 
mission facilities owned and operated by Susquehanna and 
Holtwood from the Baltimore-Washington System to the 
Holtwood System in Pennsylvania? A. Yes. 

Q. Have you made studies to ascertain the quantities 
of energy which have been so transmitted? A. Yes. 

Q. Have you prepared an exhibit showing the quanti¬ 
ties of energy which have been so transmitted? A. Yes. 

Mr. Goldberg : At this time, Mr. Examiner, I ask 
to have marked for identification as Exhibit No. 38 a 
tabulation entitled “Electric Energy Transfers Across 
Maryland-Pennsylvania Boundary over Facilities of 
Pennsylvania Water & Power Company and Susque¬ 
hanna Transmission Company of Maryland, by Months, 
Values in Megawatthours. ” 

Trial Examiner: The document handed the re¬ 
porter will be marked Exhibit 38 for Identification. 

[917] (The document referred to was marked Exhibit 
No. 38 for Identification.) 

By Mr. Goldberg: 

Q. What does Exhibit No. 38 show with respect to the 
amounts of energy transmitted from Holtwood’s system in 
Pennsylvania to the Baltimore-Washington system in Mary¬ 
land over transmission facilities owned and operated by 
Holtwood and Susquehanna? A. This exhibit prepared 
from data furnished me by Holtwood, shows the amounts 
of electric energy transmitted during each month of the 
years 1943 and 1944 from the Holtwood System in Penn¬ 
sylvania to the Baltimore-Washington System in Maryland 
over the 220 kv and 66 kv transmission circuits. 

[918] Q. Mr. Roland, was Exhibit 38—I think you have 

already stated- A. I beg your pardon? 
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Q. What does 38 show with respect to the amount of 
energy transmitted over the Holtwood system in Peipsyl- 
vania to the Baltimore-Washington system, and over the 
other transmission facilities owned and operated by Holt- 
wood; is that what it does show? Is that correct? A. It 
does show the energy transmitted from Pennsylvania to 
Maryland, and from Maryland to Pennsylvania. This ex¬ 
hibit was prepared from data furnished me by Holtwood, 
showing the amount of electric energy transmitted during 
each month for the years 1943 and 1944 from the Holtjwood 
system in Pennsylvania to the Baltimore-Washingtor^ sys¬ 
tem, and over the 220 kv and 66 kv transmission circuits. 

Q. I notice on Exhibit 38, Column headings, “IJeter 
5”, 4 ‘Meter 6”, “Meter 34”; to what do those numbers 
refer? A. These numbers identify the meters by refer¬ 
ence to a diagram prepared by Holtwood. 

When I first requested Holtwood for information re¬ 
garding energy generation and energy flows at various 
points on the system, I requested that I be furnished with 
a diagram showing interconnection points and metering 
points. In order to simplify the work for the Commission’s 
staff, Holtwood prepared a one-line diagram of the Ijlolt- 
wood-Safe Harbor- [919] Baltimore-Washington transmis¬ 
sion system showing thereon the location of certain watt- 
hour meters. Each of these metering points was giv^n a 
number. In furnishing the information regarding energy 
generation and energy transfers, Holtwood identified the 
point of metering by referring to the numbers shown ori the 
one-line diagram. I have copies of that diagram which 
carries the Company file Number H-1045. 

Mr. Goldberg: Mr. Examiner, at this point I ask 
to have marked for identification as Exhibit No. $9 a 
diagram entitled, “Pennsylvania W 7 ater & Power Com¬ 
pany, one-line Diagram of Main Metering Points on 
Holtwood-Safe Harbor-Baltimore-Washington Inter¬ 
connected System.” 
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Trial Examiner: The diagram just handed to the 
reporter will be marked as Exhibit No. 39 for Identifi¬ 
cation. 

(Exhibit No. 39 was marked for Identification.) 
By Mr. Goldberg: 

Q. Mr. Roland, is Exhibit 39, which I show you, the 
one-line diagram to which you have referred in your last 
answer? A. It is. 

Q. What does this diagram show? A. On this dia¬ 
gram, it will be noted that Meter No. 5 is located at the 
Safe Harbor Plant and is in the 220 kv circuit extending 
from Safe Harbor to Ellicott and from there to Westport 
and to Takoma. It will also be noted [920] that Meter 
No. 6 is located at the Safe Harbor Plant and is in the cir¬ 
cuit extending from Safe Harbor Plant to Riverside. These 
meters are of the ratchet type and therefore, measure the 
energy transferred in one direction only, that is, there are 
two sets of ratchet meters in each circuit, one measuring 
the send-out over that circuit from Safe Harbor, and the 
other measuring the amount delivered to the Safe Harbor 
bus from that circuit. Similar metering equipment is in¬ 
stalled in the other 220 kv circuit. Meter No. 34 is located 
on the low tension side of the Highlandtown Substation. 
This meter is not of the ratchet type and, therefore, meas¬ 
ures the net amount of energy delivered to the Baltimore 
Company at this point. 

Q. What does Exhibit 38 show with respect to the 
amount of energy transmitted by the Holtwood System 
from Pennsylvania across the Pennsvlvania-Maryland 
boundary to the Baltimore-Washington System in Mary¬ 
land over the 220 kv circuits ? A. During the year 1943, 
a total of 435,416 mwh, as measured by meters located at 
Safe Harbor, were transmitted from the 13 kv 60 cycle bus 
at Safe Harbor to the Baltimore-Washington system in 
Maryland over the two 220 kv circuits. During the year 
1944, 281,610 mwh were so transmitted from Pennsylvania 
to Maryland. 
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Q. At what points was the energy transmitted from 

[921] Pennsylvania to Maryland over the 220 kv circuits, 
delivered to Baltimore-Washington system! A. The 
amounts of energy which I stated were transmitted fjrom 
Pennsylvania to Maryland over the 220 kv circuits were 
delivered to the Baltimore Company at Riverside and West- 
port, and to the Washington Company at Takoma Park. 

Q. What does Exhibit 38 show with respect to the 
amount of electric energy transmitted from Maryland to 
Pennsylvania over the two 220 kv circuits? A. During 
the year 1943, 127,838 mwh were transmitted over the two 
220 kv circuits from Maryland to the 13 kv, 60 cycle |bus 
at Safe Harbor. During the year 1944, 201,075 mwh were 
transmitted from points in Maryland to Safe Harbor over 
the two 220 kv circuits. 

Q. What does Exhibit 38 show with respect to the 
amount of energy transmitted from Pennsylvania to the 
Highlandtown Substation in Baltimore over the 66 kv bir- 
cuits? A. During the year 1943 a net of 370,806 mwh 
of electric energy was transmitted by the Holtwood System 
from Pennsylvania to the Highlandtown Substation oyer 
the 66 kv circuits. The energy supplied to the Highland- 
town Substation over these circuits is 25 cycle, 3 phase. 
During the year 1944, a net of 321,206 mwh were trans¬ 
mitted by the Holtwood System from Pennsylvania to the 
Highlandtown Substation in Maryland over the 66 kv cir¬ 
cuits. 

[922] Q. Is electric energy also transmitted from the High¬ 
landtown Substation to the Holtwood Hydro Electric Pldnt 
over the 66 kv circuits? A. The records which I Ob¬ 
tained from Holtwood show that there were times when 
small amounts of energy were transmitted from the High¬ 
landtown Substation to the Holtwood Substation over the 
66 kv circuits. The data indicate, however, that the 
amounts transmitted from Highlandtown to Holtwood 4re 
extremely small in comparison to the amounts transmitted 
from Holtwood to Highlandtown. I was also informed by 



340 


Stanley W . Roland, Direct 


the operators at the Highlandtown Substation that it was 
very seldom that energy was transmitted from the High¬ 
landtown Substation to Holtwood. An examination of the 
hourly data furnished by Holtwood at my request for 20 
days of 1944 indicates that the amount of energy trans¬ 
mitted from Highlandtown to Holtwood was less than 1 per 
cent of the amount of energy transmitted from Holtwood 
to Highlandtown. 

Q. Have you attempted to show the amount of electric 
energy transmitted from Pennsylvania to Maryland and 
from Maryland to Pennsylvania, over the 220 kv and 66 
kv circuits, in graphic form? A. I have. 

Mr. Goldberg: At this time, Mr. Examiner, I ask 
to have marked for identification the exhibit No. 40, a 
chart [923] bearing the title, “Electric Energy Trans¬ 
fers Across Maryland-Pennsylvania Boundary over 
Facilities of Pennsylvania Water & Power Company 
and Susquehanna Transmission Company of Maryland 
by Months.’’ 

Trial Examiner: The chart handed the reporter 
may be marked Exhibit No. 40 for Identification. 

(Exhibit No. 40 is marked for Identification.) 

• • • 

[926] Q. Mr. Roland, at the conclusion of yesterday’s ses¬ 
sion we had just marked Exhibit No. 40 for identification? 
A. Yes. 

Q. Will you explain what that exhibit shows with re¬ 
spect to transmission of electric energy between Mary¬ 
land and Pennsylvania by Holtwood and Susquehanna 
Transmission Company? A. Exhibit 40 shows the 
amounts of electric energy transmitted from Pennsylvania 
to Maryland, and from Maryland to Pennsylvania, over 
each of the 220 kv circuits and over the 66 kv, 25 cycle 
circuits, during each month of 1943 and 1944. The length 
of the bar above the zero line is a measure of the amount 
of electric energy transmitted to Pennsylvania from Mary- 
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land. The length of the bar below the zero line is a plea¬ 
sure of the amount of electric energy transmitted dpring 
the month from Pennsylvania to Maryland. The cross- 
hatched portion of the bars below the line represent net 
energy transfers over the 66 kv, 25 cycle circuits to IJigh- 
landtown. The remainder of the bar represents energy 
transfers over the two 220 kv circuits. This chart was pre¬ 
pared from data shown in Exhibit 39. 

Q. Mr. Roland, am I correct—I think I heard you say 
that the bar chart was prepared on the basis of the [^27] 
data in Exhibit 39? A. Yes. 

Q. Is it not Exhibit 38? A. Well,- 

Q. I think it should be. I show you Exhibit 38. A. 
(Inspecting) It should be Exhibit 38. 

Q. Then you amend your answer to read Exhibit 38? 
A. I do. 

Q. What accounts for the substantial variations shown 
in the amounts transmitted from Maryland to Pennsylvania 
during 1943 and 1944? A. These variations are pri¬ 
marily the result of variations in the flow of the Susque¬ 
hanna River. 

During the spring months when the river flow is liigh 
generation at Safe Harbor and Holtwood Hydro is plso 
high, hence, during these months the flow of energy is pre¬ 
dominantly from Pennsylvania to Maryland. During ^;he 
low-flow period, which usually occurs during the sumiper 
and fall the generation at Safe Harbor and at the Holtwpod 
plants is not sufficient to meet the requirements of Hplt- 
wood’s customers in Pennsylvania, hence, during thpse 
periods substantial quantities of steam-generated enetgy 
are transmitted from Maryland to Pennsylvania to supple¬ 
ment the output of Safe Harbor and Holtwood plants. | 
[928] During 1943, the flows in the Susquehanna Riyer 
were such that the generation at Safe Harbor and Hplt- 
wood Hydro was greater than the average by 95,232 m^h. 
In 1944, the output of Safe Harbor and Holtwood Hydro 
plants was less than average by 181,386 mwh. This largely 
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accounts for the relatively greater amounts of energy 
transmitted from Pennsylvania to Maryland in 1943. It 
also accounts for the relatively greater amounts of steam 
generated energy which were transmitted from Maryland 
to Pennslvania in 1944. 

The amounts of energy transmitted across the Penn¬ 
sylvania-Maryland boundary over the 220 kv and 66 kv cir¬ 
cuits of Holtwood is also affected to some extent by the 
amounts of economy energy interchanged by Holtwood and 
its Pennsylvania customers. 

Mr. Goldberg: At this time, Mr. Examiner, I 
would like to have marked for identification as Ex¬ 
hibit 41 a diagram entitled “Pennsylvania Water & 
Power Company, Baltimore, Maryland, System and 
Interconnections Showing Interconnecting Lines for 
the Various Companies.” 

Trial Examiner: The diagram will be marked 
Exhibit No. 41 for Identification. 

(The document referred to was marked Exhibit 
No. 41 for Identification.) 

By Mr. Goldberg: 

Q. Mr. Roland, relating your answer to Exhibit 41, 
[929] what do your studies show regarding the amounts 
of electric energy transmitted from the Conestoga Substa¬ 
tion to the Pennsylvania Railroad at Conowingo and Perry- 
ville over facilities owned and operated by Holtwood and 
Susquehanna? A. The markings in blue ink on this dia¬ 
gram were made by me after consulting with Mr. Von 
Eiff, interconnection engineer for Holtwood. This diagram 
shows four circuits extending from the Conestoga Substa¬ 
tion to Perryville. Two of these circuits, designated as 
P-5 and P-6, because of the switching at Perryville, transmit 
most of the energy interchanged with Philadelphia Elec¬ 
tric Company, at Perryville through the facilities of the 
Pennsylvania Railroad Company. That is, at times Holt¬ 
wood supplies energy to Pennsylvania Railroad for rail- 
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road service north of Perryville which is considered inter¬ 
change delivery by Holtwood to Philadelphia Electric Com¬ 
pany. 

At other times, Philadelphia Electric Company sup¬ 
plies energy to Holtwood at Perryville through the facilities 
of the Pennsylvania Railroad. Such deliveries are con¬ 
sidered as interchange deliveries by Philadelphia Electric 
Company to Holtwood. Some of the energy so delivered 
by Philadelphia Electric Company is transmitted by Holt- 
wood from Perryville to Conestoga Substation. The 
balance of the energy received by Holtwood from Phila¬ 
delphia Electric Company, at Perryville is used for!rail¬ 
road service south of Perryville [930] and, therefore, is 
considered a delivery by Holtwood to Pennsylvania Rail¬ 
road for the account of the Baltimore Company. 

During 1944, Holtwood delivered 36,527 mwh t<|> the 
Pennsylvania Railroad at Perryville for the account of 
the Philadelphia Electric Company, since it was for rail¬ 
road service north of Perryville. Approximately 30,000 
mwh of this amount was transmitted from the Conestoga 
Substation to Perryville over the circuits designated as 
P-5 and P-6. 

The balance of the energy delivered at this poin^ for 
the account of the Philadelphia Electric Company was 
transmitted over the two circuits designated as P-7 and P-8, 
or from Washington over the Railroad Company’s lin^s. 

During 1944, Philadelphia Electric Company delivered 
to the Holtwood Company at Perryville, a total of 3$,888 
mwh. About 10,800 mwh of this energy was transmitted 
from Perryville to Conestoga over the circuits designated 
as P-5 and P-6. The remainder was supplied to the Rail¬ 
road Company’s facilities south of Perryville, which is con¬ 
sidered a delivery by Holtwood to the Railroad Company, 
for the account of the Baltimore Company. 

The two circuits shown on Exhibit 41 and designated 
as P-7 and P-8 transmit energy from the Conestoga Sub¬ 
station to the Pennsylvania Railroad Company at Fisning 
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Creek, between Holtwood and Conowingo, and at Cono- 
wingo and Perryville. [931] The amounts transmitted 
over these circuits to the Pennsylvania Railroad Company 
at Conowingo and Perryville, Maryland, are deliveries to 
the railroad for the account of the Baltimore Company, 
that is, sales to the railroad in Maryland, are considered 
as sales by the Baltimore Company to the railroad. 

In 1944, the Holtwood Company transmitted 122,477 
mwh to the Railroad Company, at Conowingo and Perry¬ 
ville over circuits P-7 and P-8 for the account of the Bal¬ 
timore Company. 

Data furnished by the Holtwood Company indicates 
that relatively small amounts of energy were transmitted 
over circuits P-7 and P-8 from Perryville to the Conestoga 
Substation. 

Q. Mr. Roland, referring to the diagram marked for 
identification as Exhibit 41, which I show you, am I right, 
in reading that diagram that the two small blue lines below 
the words 1 c Donegal Tap” are the Donegal Tap? A. 
Well, the Donegal Tap is right outside of the Safe Harbor 
Station. On this diagram the Donegal Tap really would be 
above the blue lettering “Donegal Tap”. 

Q. Above and to the right, is that correct? A. Yes. 

Q. I see. A. The blue lines below the words “Done¬ 
gal Tap” indicates the interconnection between the facili¬ 
ties of Safe Harbor and Holtwood. 

[932] Q. Now, with respect to the amounts of electric en¬ 
ergy which Exhibits 38 and 40 show as being transmitted by 
the Holtwood System from Pennsylvania to the Baltimore- 
Washington System in Maryland over the 66 kv circuits 
during the year 1944, where was that energy generated? 
A. During the year 1944, most of that energy was gen¬ 
erated at Holtwood Hydro Plant in Pennsylvania. 

Q. How do you determine that? A. The energy de¬ 
livered by Holtwood to Baltimore Company at Highland- 
town over the 66 kv circuits is 25 cycle, 3 phase. The gen- 
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erators producing that 25 cycle, 3 phase energy are lat the 
Holtwood Hydro Plant. 

Q. How much 25 cycle hydro generating capacity is 
installed at Holtwood hydro? A. There are 8 water 
turbine driven 25 cycle generating units having an Aggre¬ 
gate capacity of 87,000 kilowatts at the Holtwood hydro 
plant. 

Q. "What is the principal market for the energy gen¬ 
erated by these units ? A. Most of the energy generated 
by these units is delivered to Baltimore Company at High- 
landtown. 

Q. How much was generated by the 25 cycle units at 
Holtwood in 1944? A. Generation by the main 2d cycle 
units at Holtwood totalled about 388,000 mwh in 1^44. 
[933] Q. What other market is there for 25 cycle Energy 
generated at Holtwood? A. In 1944, Holtwood delivered 
30,034 mwh of 25 cycle energy to Pennsylvania PowAr and 
Light Company at Lancaster, and during the samA year 
13,283 mwh of 25 cycle energy were supplied to the 60 
cycle system through the two 5,000 kilowatt frequency 
changers located at Holtwood hydro. 

Q. As I understand it, the only outlet for 25 cycle 
energy generated at Holtwood hydro, other than to Balti¬ 
more, is to Pennsylvania Power & Light Company, and to 
the 60 cycle system through the frequency changer. Is that 
right? A. Yes. 

Q. How much of the 25 cycle energy generated at Holt¬ 
wood hydro was delivered to Baltimore in 1944? A. A 
net of 321,206 mwh. 

Q. Was the generation and delivery of that energy a 
part of Holtwood’s service to Baltimore? A. Yes. 

Q. With respect to the amounts of electric energy jwhich 
Exhibits 38 and 40 show as being transmitted by the Holt¬ 
wood system from Pennsylvania to the Baltimore- 
Washington system in Maryland over the 220 kv circuits 
during 1944. Where was that energy generated? A. 
Most of it was generated at the Safe Harbor plant. 
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Q. How do you determine that? [934] A. During 
1944 relatively small amounts of energy were supplied to 
the Safe Harbor plant from other sources in Pennsylvania, 
hence most of the energy transmitted from Safe Harbor to 
Maryland over the 220 kv circuits came from Safe Harbor 
generation. 

Q. To what other companies does Safe Harbor sell its 
capacity and energy? A. The entire output of Safe Har¬ 
bor is sold two-thirds to Baltimore Company and one-third 
to Holtwood. 

Q. Who transmits the energy sold to the Baltimore 
Company by Safe Harbor? A. The energy purchased 
by Baltimore Company from Safe Harbor is transmitted 
from Safe Harbor over the Holtwood system. 

Q. With respect to the amounts of electric energy which 
Exhibits 38 and 40 show was transmitted from the Holtwood 
System in Pennsylvania, to the Baltimore-Washington Sys¬ 
tem in Maryland, during the year 1944, was that electric 
energy consumed at points outside of the State of Pennsyl¬ 
vania? A. Yes. The Baltimore Company sells the en¬ 
ergy it received from Holtwood to its customers in Mary¬ 
land. One of Baltimore’s customers is the Potomac Elec¬ 
tric Power Company, which receives electric energy di¬ 
rectly from Susquehanna’s facilities at Takoma Park, 
Maryland. Potomac Electric Power [935] Company dis¬ 
tributes that energy to its customers in Maryland and in 
the District of Columbia. 

Q. With respect to the amounts of electric energy which 
Exhibits 38 and 40 show was transmitted from Maryland 
to Pennsylvania, during 1944, in which state, or states, was 
that energy generated? A. Electric energy transmitted 
from Maryland to Pennsylvania, over the 220 and 66 kv 
circuits was generated in the plants of the Baltimore Com¬ 
pany, in Maryland, or in the plants of the Potomac Elec¬ 
tric Power Company, in the District of Columbia. Some 
of it may have been generated in the plants of industrial 
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companies located in Maryland which supplied relatively 
small amounts of energy to the Baltimore Company. 

Q. With respect to the amounts of electric energy which 
Exhibits 38 and 40 show is transmitted from Maryland, 
to Pennsylvania, did you make any studies to ascertain 
whether or not any of that energy was sold by Hoftwood 
for resale to other electric utility companies in Pennsyl¬ 
vania? A. Yes, I did. 

Q. Referring to Exhibit 41, will you designate the 
points at which Holtwood sells electric energy to others in 
Pennsylvania, at wholesale for resale? A. Holtwood 
sells electric energy for resale to Pennsylvania Po,wer & 
Light Company at the Donegal Tap, which [936] is lpcated 
near the Safe Harbor plant; at Lehman Farm. At jhe in¬ 
terconnection point shown directly below the number desig¬ 
nating circuit 18 at the Holtwood hydro plant, and at the 
interconnection point shown directly below the number des¬ 
ignating Circuit No. 3, at the Holtwood hydro plant, j 

Holtwood sells electric energy for resale to the [Phila¬ 
delphia Electric Company, at the latter’s Newlinvill^ Sub¬ 
station in Coatesville, Pennsylvania. The interconnection 
points at this substation are shown directly below the num¬ 
bers designating Circuits 13 and 14. 

Holtwood also sells electric energy for resale to the 
Metropolitan Edison Company, at the Violet Hill Substa¬ 
tion in York, Pennsylvania. The points of interconnection 
at this substation are shown to the right of the 69 kv bus 
in circuits 82 and 83 at Violet Hill. 

At this point, since the low tension equipment delud¬ 
ing the transformers at Violet Hill Substation were re¬ 
cently sold to the Edison Light & Power Company, the in¬ 
terconnection points as shown on Exhibit 41 at the Yiolet 
Hill Substation are different from what they now shbw on 
Exhibit 41. The interconnection point shown just t^> the 
left of the numbers 82 and 83 are correct. The intercon¬ 
nection points shown in the four low tension feeders should 
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be eliminated and there should be interconnection points 
shown between the high tension side of the transfer and 
the high tension bus; that is, in [937] each one of the trans¬ 
former circuits between the high tension side of the trans¬ 
former and the high tension bus. 

Q. In other words, if I understand that last answer, 
Mr. Roland, the diagram marked as Exhibit 41 was pre¬ 
pared before that sale of the Violet Hill Substation took 
place, is that right? A. That is correct. 

Trial Examiner: When did that sale take place? 
How recently? 

The Witness: I was just informed that it was, I be¬ 
lieve, in February or March of this year that the sale took 
place. 

. Trial Examiner: Can you make the changes on 
Exhibit 41 for Identification which would bring that 
exhibit up to date? 

The Witness: Yes. 

Trial Examiner : It would be preferable to have a 
supplemental sketch rather than to change the exhibit 
itself. Is that possible? 

Mr. Goldberg: Will it be satisfactory to the Ex¬ 
aminer if the witness indicates by a cross, let us say, 
the new points of delivery? 

Trial Examiner: I think so. 

Mr. Goldberg : And eliminate the old points of de¬ 
livery shown on Exhibit 41 by just crossing them out? 

By Mr. Goldberg : 

[938] Q. Can that be done that way, Mr. Roland? 

Trial Examiner: So long as it is clear what the 
old points were and what the new points are after the 
changes have been made. 
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By Mr. Goldberg : 

Q. Can it be done in the way I suggested, Mr. Boland? 
Have the Exhibit 41 show the new points of delivery by 
cross-marks which we can designate as “new points of 
delivery since sale of the Violet Hill Substation”, and then 
we can designate the old points by writing on the exhibit 
“old points of delivery prior to sale of substation”. Can 
it be done that way, Mr. Roland? A. Yes, that can be 
done. 

Mr. Goldberg : May I suggest then, Mr. Examiner, 
that that be done as has just been indicated? 

Mr. Myse : It might be wise to check whether <Jr not 
there has been a change in the metering points a? well 
as the interconnection. I think there has been some 
change—I am not sure. 

Trial Examiner: That can be taken up before the 
exhibit is ruled on. 

Mr. Goldberg: Then we will check on tha^ and 
make all the necessary changes to make it conform to 
the situation since the sale of the substation early in 
1946. 

By Mr. Goldberg : 

[939] Q. Now, Mr. Roland, will you continue with your an¬ 
swer with respect to delivery points by Holtwood? A. 
Holtwood sells and receives energy on an interchange basis 
with the Philadelphia Electric Company, at Thorndale, 
Pennsylvania, and at Perryville, Maryland, through the fa¬ 
cilities of the Pennsylvania Railroad Company. 

Q. Will you describe the facilities by means of which 
electric energy shown on Exhibits 38 and 40 was transmitted 
from Maryland to Pennsylvania, and can be transmitted to 
the interconnection points which you have just described, 
using if you will Exhibit 41 for reference purposes. A. 
The bulk of the electric energy transmitted from Maryland 
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to the Holtwood System in Pennsylvania, is transmitted 
over the two 220 kv circuits. 

Small amounts of energy are transmitted from the 
Highlandtown substation in Maryland, to the Holtwood 
plant in Pennsylvania, over circuits 1, 2, 5 and 6. 

The energy transmitted from Maryland to Pennsyl¬ 
vania, over the 220 kv circuits comes into the Safe Harbor 
Plant over circuits Nos. 2302 and 2303. There are trans¬ 
formers in these two circuits which step the voltage down 
from 220 kv to 13 kv. These transformers are owned and 
operated by the Safe Harbor Water Power Corporation. 
The 13 kv side of these two transformers, Nos. 2202 and 
2203, connect directly to the north and south buses at Safe 
Harbor. From this bus, [940] energy received from Mary¬ 
land can be transmitted through Circuits 692 and 693, 
through transformers in each circuit which steps the voltage 
up to 69 kv, to Donegal Tap and to Lehman Farm. At 
these two points, electric energy is sold at wholesale for 
resale to the Pennsylvania Power and Light Company. 

Electric energy delivered to the bus at Safe Harbor 
can also be transmitted over Circuits 692 and 693, to the 13 
kv, 60 cycle bus at Holtwood plant, over Circuits 15 and 16 
via Lehman Farm. 

Energy transmitted from Maryland to the 13 kv, 60 
cycle bus at the Holtwood plant over the circuits which I 
have named can be transmitted from this bus to the Metro¬ 
politan Edison Company, at the Violet Hill Substation in 
York over Circuits 11 and 12, to the Philadelphia Electric 
Company at its Newlinville Substation in Coatesville over 
Circuits 13 and 14, and to the Pennsylvania Power and 
Light Company’s Engleside Substation in Lancaster over 
Circuit 18. 

Electric energy transmitted to the 60 cycle bus at 
Holtwood can also be transferred to the 25 cycle buses at 
the Holtwood hydro plant, through frequency changers 61 
and 62. From the 69 kv, 25 cycle bus at the Holtwood hydro 
plant, electric energy can be transmitted to the Pennsyl- 
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vania Power & Light Company’s Engleside Substation in 
Lancaster over Circuit No. 3. 

[941] Q. Are the facilities which you have designated fa¬ 
cilities for the transmission of electric energy? A. Yes. 

Q. You stated that you made studies to ascertain 
whether or not electric energy transmitted from Maryland 
to Safe Harbor is sold by Holtwood to its customers in 
Pennsylvania. Is that correct? A. Yes. 

Mr. Goldberg: At this point, Mr. Examiner, I 
would like to have marked for identification an exhibit 
consisting of 22 pages entitled, “Generation and Trans¬ 
mission of Electric Energy on Holtwood-Safe ^Larbor 
System and Transmission from Maryland to) Holt- 
wood’s Resale Customers in Pennsylvania by Hours 
for Twenty Days of 1944.” 

Trial Examiner: The document handed to ^;he re¬ 
porter may be marked Exhibit No. 42 for Identifica¬ 
tion. 

(Exhibit No. 42 is marked for Identification]) 

By Mr. Goldberg : 


Q. Mr. Roland, referring to Exhibit 42 for Identifica¬ 
tion which has just been marked? A. Yes, sir. 

Q. Did you prepare this exhibit? A. It was pre¬ 
pared by me and one of my assistants under my direct su¬ 
pervision. 

Q. What in general does it purport to show? [942] 
A. This document shows the generation and transmission 
of electric energy on the Safe Harbor-Holtwood System as 


well as the amounts of electric energy transmitted from 
Maryland to Holtwood’s resale customers in Pennsylvania 


during each hour of twenty days in 1944. 

Q. Does it show the percentage of the energy delivered 
io Holtwood’s wholesale customers in Pennsylvania jwhich 
is transmitted from Maryland? A. Yes, that is shown 
in columns 14, 17 and 29. 
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Q. How were the twenty days chosen which you used 
in your study? A. I selected representative days. On 
July 26, 1945, I called on Mr. Yon Eiff, Interconnection 
Engineer of Holtwood, to discuss with him the matter of 
obtaining a record of hourly watt-hour meter readings at 
various points on the Holtwood system during a low-flow 
period. 

Mr. Von Eiff stated that in 1944 low flows occurred 
during the month of August. I asked for a period of low 
flows for the reason that during low flows on the Susque¬ 
hanna River, I anticipated that electric energy transfers 
from Maryland to Holtwood’s customers in Pennsylvania 
would be at a maximum. On the basis of Mr. Von Eiff’s 
statements I selected the week beginning August 20, 1944. 
At that time, on blank forms which I had with me, I desig¬ 
nated the various circuits with the appropriate meter num¬ 
ber for which I wished to secure [943] hourly data for the 
entire week of August 20, 1944. Mr. Von Eiff had the 
hourly readings which I requested transcribed from Holt¬ 
wood Company log sheets to the blank forms which I had 
provided. The completed forms were mailed to us on Au¬ 
gust 20; I returned to Baltimore during the latter part of 
August, 1945, and examined the company’s log sheets show¬ 
ing hourly generation at Safe Harbor as well as the hourly 
input to Safe Harbor from Maryland over the 220 kv cir¬ 
cuits for each day of 1944. From an examination of these 
log sheets and from an examination of a tabulation showing 
average daily river flow in the Susquehanna River at Holt¬ 
wood for each day of 1944, I designated twelve additional 
days and requested that Holtwood furnish hourly data for 
each of these days similar to that furnished for the week 
of August 20. In November I asked Mr. Von Eiff to fur¬ 
nish similar data for April 19, 1944. 

Mr. Myse : Do you mean 1944? 

The Witness: I meant to say 1945—in other words, I 
returned to Baltimore during the latter part of August, 
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1945, and examined company’s log sheets. Is it to that you 
refer? 

,Mr. Myse: Yes. 

By Mr. Goldberg: 

Q. Proceed. A. In making my selections II en¬ 
deavored to designate days which would cover a wide rhnge 
of stream flow but which would give particular emphasis 
to and would be reasonably [944] representative of tjbose 
periods when river flows were such that the amounts of 
energy supplied from Maryland to supplement the feafe 
Harbor and Holtwood plants were a maximum. For j this 
reason, 17 of the total of 20 days I designated were for hays 
when the average daily stream flow was 21,200 cfs or ^ess. 

Mr. Goldberg : Mr. Examiner, I ask to have marked 
for identification as Exhibit No. 43 a tabulation en¬ 
titled, 4 ‘Pennsylvania Water & Power Company Sus¬ 


quehanna River Flows.” 

Trial Examiner: The tabulation may be marked 
Exhibit No. 43 for Identification. 

(The document referred to was marked Exhibit 
No. 43 for Identification.) 

By Mr. Goldberg: 

Q. Briefly, Mr. Roland, refer to Exhibit 43 and tell us 
what that exhibit shows? A. Well, it shows the r^ver 
flow in the Susquehanna River, 24 hour average in thou¬ 
sands of cubic feet per second, as measured at the Holtwood 
Plant. 

Q. That is for the year 1944 only? A. For the tear 
1944. 

Q. How does a flow of 21,200 cfs compare with the 
median flow of the Susquehanna River? A. The median 
flow of the Susquehanna River at Holtwood based on ^917 
to 1941 flows is 21,000 cfs. 

[945] Q. On how many days in an average year of pow 
would the flows be equal to or less than 21,000 cfs? I A. 
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According to a flow duration curve for the Susquehanna 
River at Holtwood based on 1917 to 1941 flows, which was 
submitted by Pennsylvania Water & Power Company, in 
its application for license for the Holtwood project—Ex¬ 
hibit 1-1 Section 12—stream flows would be equal to or 
less than 21,000 cfs for approximately 182 days of the 
year. That is such flows would be available approximately 
50 per cent of the time. 

Q. Referring to Exhibit 43, for how many days in 1944 
was the average stream flow 21,200 cfs or less? A. There 
were 218 such days. 

Q. During what months did they occur? A. Janu¬ 
ary, February, June, July, August, September, October, 
November and December. 

Q. Do you consider that energy flows on the Holtwood- 
Safe Harbor system during the selected 17 days on which 
stream flow was 21,200 cfs, or less, are reasonably repre¬ 
sentative of energy flows during the 218 days during which 
stream flow was 21,200 cfs or less? A. Yes. By that I 
mean, that if detailed studies of hourly flows were made 
for the 218 days, the results would, in general, be com¬ 
parable to the results shown in Exhibit 42 for the selected 
17 days when flows were [946] 21,200 cfs or less. 

Q. On what basis did you select the other three days? 
A. April 27, 1944, was designated as an example of high 
river flow. The flow on that date was 149,100 cfs. Decem¬ 
ber 11, 1944, was designated because it was the day when 
the system peak load of the year occurred on the Safe 
Harbor-Holtwood-Baltimore power pool. The river flow on 
December 11 was 37,400 cfs. April 19,1944, was designated 
because it was the day of maximum hourly output from the 
Safe Harbor-Holtwood system. The river flow on that day 
was 61,500 cfs. 

Q. Why did you designate only three days of high 
river flow? A. In general, as river flows increased above 
21,200 cfs, the number of hours of zero generation at Safe 
Harbor decreased as did the amounts transmitted to Safe 
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Harbor from Maryland. When river flows were in excess 
of roughly 40,000 cfs, little or no energy was transmitted 
from Maryland to Safe Harbor. In view of this situation, 
I decided to make only a few calculations for periods of 
river flows in excess of 21,200 cfs. 

Q. What approximations or errors, if any, are involved 
in your studies in which you show the amounts of energy 
transmitted from Maryland to the Holtwood system in 
Pennsylvania and sold by Holtwood for resale in Pennsyl¬ 
vania? [947] A. I was advised by Mr. Von Eiff that 
Holtwood attempts to limit the errors in its watt-tour 
meters to within plus or minus two per cent. Operators 
read these to the nearest mwh which may introduce a fhirly 
large percentage of error where the readings are very 
small. Most of the readings which I am dealing with in my 
study are, however, sufficiently large so that any error from 
this source is negligible. 

In view of the fact that the meter readings which I 
employ in my studies are readings to the nearest mwh, I 
also made my calculation to the nearest mwh. Calculated 
values of less than 0.5 are indicated by a dash. I have ^lso 
neglected transmission losses in my studies which intro¬ 
duces a small error. In a few cases, energy transfers Over 
a particular circuit reversed its direction during the hour. 
For those hours, I used the net transfer over the circuit 
during the hour for some of my calculations. This may 
introduce a small error. 

During the low-flow periods, one of the house units at 
Safe Harbor is in operation either for generation or as a 
condenser, even though the main generating units are idle. 
During periods of high flow, when the main units are in 
operation as generators, both house units are also in opera¬ 
tion as generators. I was advised that up to two mega¬ 
watts might be delivered to the main bus from the hojise 
units during the high flow periods. In my studies, I have 
not taken [948] into account the fact that during low flojws, 
station service may be supplied from the main bus and that 
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during high flows some of the output of the house units 
may be supplied to the main bus. 

Q. In your opinion, do the possible errors which you 
named, and the approximation which you used, materially 
affect the accuracy of your computations? A. No, ex¬ 
cepting the computations for the relatively few hours dur¬ 
ing which the energy transfers were very small. 

Q. Referring to Exhibit 42, will you describe how you 
computed the quantities of electric energy, if any, trans¬ 
mitted from Maryland to Pennsylvania Power & Light 
Company, at Donegal Tap and at Lehman Farm and to 
Pennsylvania Water & Power Company’s Holtwood Sta¬ 
tion, using some particular hour as an example. A. From 
data shown on the first five columns of Exhibit 42, I com¬ 
puted the percentage of the total amount of energy supply 
to the 13 kv, 60 cycle bus at Safe Harbor which was trans¬ 
mitted from Maryland. 

For example: Column 1, of page 1, which is for Wednes¬ 
day, January 26, 1944, shows the amount of generation by 
the 60 cycle main units at Safe Harbor during each hour 
of the day. During the hour ending 2 A. M. that day the 
generation by these units was zero. The output of the 
main 60 cycle generators at Safe Harbor is measured by 
meter No. 1, which [949] metering point is shown on Ex¬ 
hibit 39. Column 2 shows the amount of energy transferred 
from the 25 cycle bus to the 13 kv, 60 cycle bus at Safe 
Harbor through the frequency changer. The amounts 
shown in Column 2 are measured by meter No. 3 c ‘out”. 

During the hour ending 2 A. M. on January 26 no 
energy was transferred from the 25 cycle bus to the 60 
cycle main bus through the frequency changer. 

Column 3 shows the amounts of energy supplied to the 
13 kv, 60 cycle bus at Safe Harbor from the 69 kv circuits. 
These amounts are measured by meter No. 8 “in”. 

During the hour ending 2 A. M., no energy was sup¬ 
plied to the Safe Harbor bus over the 69 kv circuits. 

Column 4 shows the amounts of electric energy trans¬ 
mitted from Maryland to the 13 kv, 60 cycle bus at Safe 
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Harbor over the two 220 kv circuits as measured by njieters 
numbers 5 and 6 “in”. 

During the hour ending 2 A. M., on January 26, feixty- 
seven megawatthours were transmitted from Maryland to 
the 13 kv, 60 cycle bus at Safe Harbor. Column 6 shows 
the percentage of the total amount of energy supplied to 
the 13 kv, 60 cycle bus at Safe Harbor which was trans¬ 
mitted during the hour from Maryland. That is, th^s col¬ 
umn is equal to the entries in column 4 multiplied b^ - 100 
and divided by the entries in column 5. 

[950] During the hour ending 2 A. M. on January 26, 100 
per cent of the electric energy supplied to the 13 liv, 60 
cycle bus at Safe Harbor was transmitted from Maryland. 

From the entries in Columns 7 through 10, I com¬ 
puted the percentage of the total sendout from Susque¬ 
hanna-Safe Harbor over the 69 kv circuits which was trans¬ 
mitted from Maryland. 

For example: Column 7 shows the amounts of electric 
energy transmitted from the 13 kv, 60 cycle bus at Safe 
Harbor to Maryland as measured by meters numbers 5 and 
6 “out”. No energy was so transmitted during the hour 
ending 2 A. M. on January 26. 

Column 8 shows the amount of energy transferred from 
the 13 kv, 60 cycle bus to the 25 cycle bus at Safe Harbor 
through the frequency changer and is measured by meter 
No. 3 “in”. During the hour ending 2 A. M., 23 megawatt 
hours were so transferred. 

Column 9 shows the sendout from Safe Harbor over the 
69 kv circuits as measured by meter No. 8 “out”. During 
the hour ending 2 A. M., 43 megawatt hours was trans¬ 
mitted out of Safe Harbor over the 69 kv circuits towards 
Donegal, Lehman Farm and the Holtwood Station, j 

Column 10 shows what portion, in megawatt houifs, of 
the total send-out from Safe Harbor over the 69 kv circuits 
was [951] transmitted from Maryland. During the hour 
ending 2 A. M., the total sendout from Safe Harbor over 
the 69 kv circuits was transmitted from Maryland. Column 
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11 shows the percentage of the total sendont from Safe 
Harbor over the 69 kv circuits which came from Maryland. 
During the hour ending 2 A. M., this percentage was 100, 
being equal to column 10, multiplied by 100 and divided by 
column 9. 

From columns 12 and 13,1 computed the percentage of 
the deliveries made to Pennsylvania Power & Light Com¬ 
pany at Donegal, which were transmitted from Maryland. 
That is, column 12 shows the amount of energy delivered 
to Pennsylvania Power and Light Company via Donegal. 
The entries in this column are equal to the sum of the de¬ 
liveries to Lancaster as measured by meter No. 12; to 
Little Inch and Big Inch as measured by meters 9 and 10; 
to South Manheim as measured by meter No. 13; to South 
Akron as measured by meter No. 14, plus or minus the net 
interchange at Harrisburg as measured by meter No. 11. 

From these meter readings, I determined that 7 mega¬ 
watt hours were delivered to Pennsylvania Power and Light 
Company, at the Donegal Tap during the hour ending 2 
A. M., on January 26. 

Column 13 shows what portion, in megawatt hours, of 
the total deliveries to Pennsylvania Power and Light Com¬ 
pany via Donegal were transmitted from Maryland. 

[952] During the hour ending 2 A. M., this was 7 megawatt 
hours. Column 14 is the ratio of column 13 to column 12 in 
per cent. During the hour ending 2 A. M., 100 per cent of 
the total amount delivered to Pennsylvania Power and 
Light Company via Donegal was transmitted from Mary¬ 
land. 

From columns 15 and 16, I computed the percentage 
of the deliveries made to Pennsylvania Power & Light at 
Lehman Farm, which were transmitted from Maryland. 

For example: Column 15 shows the amount of electric 
energy delivered to Pennsylvania Power and Light Com¬ 
pany at Lehman Farm and is measured by meter No. 15 
to Lancaster. During the hour ending 2 A. M., January 26, 
16 megawatt hours were delivered to Pennsylvania Power 
and Light Company at this point. 
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Column 16 shows the portion, in megawatt hours, of 
the total deliveries to Pennsylvania Power and Ligh^; Com¬ 
pany at Lehman Farm which was transmitted from Mary¬ 
land. During the hour ending 2 A. M., 16 megawatt hours, 
or the total amount delivered to Pennsylvania Power and 
Light Company at Lehman Farm during the hour, was 
transmitted from Maryland. 

Column 17 is the ratio of column 16 to column 15 in 
per cent. 

From the entries in columns 18 and 19,1 computed the 
percentage of the deliveries to the 13 kv, 60 cycle ibus at 
Holtwood via Lehman Farm, which were transmitted from 

[953] Maryland. That is, column 18 shows the amdunt of 
electric energy transmitted to the 13 kv, 60 cycle bus at 
Holtwood via Lehman Farm as measured by meter No. 28 
“in” at Holtwood. During the hour ending 2 A. M-, 20 
megawatt hours were so transmitted. The minus sign in 
front of some of the entries in column 18 means that the 
flow during the hour was in a direction opposite to that 
indicated by the column heading. 

[954] That is, for some of the hours the flow reversed its 
direction and energy was transmitted from the 13 kv, 60 
cycle bus at Holtwood toward Lehman Farm. 

Column 19 shows the portion, in megawatthours, of 
the total deliveries to the 13 kv, 60 cycle bus at Holtwood 
via Lehman Farm, which came from Maryland. 

Mr. Myse : May I interrupt for a moment ahd ask 

you what that small N in parentheses is? 

Mr. Goldberg: I was just about to reach that. 

By Mr. Goldberg : 

Q. Will you please continue? A. During the hour 
ending 2 A. M., January 26, 20 megawatthours, or thd total 
amount delivered to the bus at Holtwood, came from Mary¬ 
land. 

Column 20 is the ratio of Column 19 to Columi^ 18 in 
percent. 
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Q. I note that opposite some of the entries, for ex¬ 
ample during the hour ending 11 P. M., Column 18, for 
January 26, 1944, yon have an “N” in parenthesis. What 
does the “N” signify? A. The letter “N” following 
some of the entries in Column 18 means net flow during 
the hour. That is for some of the hours the flow reversed 
its direction in the hour, so I used the new flow. For ex¬ 
ample, on January 26, 1944, during the hour ending 11 
P. M., 7 megawatthours was transmitted [955] to the 13 
kv, 60 cycle bus from Lehman Farm as shown in Column 
25 and 1 megawatthour was transmitted from that bus 
to Lehman Farm as shown in Column 30 during the same 
hour both being measured by Meter No. 28. The net flow 
for that hour was, therefore, 6 megawatthours. 

Q. Do blank spaces indicate zero values? A. Yes. 

Q. How do you conclude that all of the electric energy 
delivered to Pennsylvania Power and Light Company at 
Donegal and at Lehman Farm and that all of the energy 
delivered to the 13 kv, 60 cycle bus at Holtwood via Leh¬ 
man Farm during the hour ending 2 A. M., January 26, 
came from Maryland? A. All of the energy delivered at 
those three points during that hour was transmitted from 
Safe Harbor over the 69 kv circuits. All of the electric 
energy supplied to the 13 kv, 60 cycle bus at Safe Harbor 
during that hour came from Maryland; therefore, all of the 
energy supplied to Pennsylvania Power & Light Company 
at Donegal and at Lehman Farm, and to the Holtwood bus 
via Lehman Farm had to come from Maryland. 

Q. In other words, if I understand your answer, of the 
67 megawatthours transmitted from Maryland to Safe 
Harbor during the hour ending 2 A. M., January 26, 23 
megawatthours were supplied to the 25 cycle bus through 
the frequency changer and 43 megawatthours were trans¬ 
mitted away from Safe Harbor over the 69 kv circuits— 
am I right so far? [956] A. Yes. 

Q. And of that latter amount, 7 went to Pennsylvania 
Power & Light Company at Donegal, 16 went to Pennsyl- 
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vania Power & Light Company at Lehman Farm, aiid the 
20 megawatthours remaining went to the bus at Holtwood. 
Is that correct? A. Yes. 

Q. Did that same condition obtain during other hours 
on January 26, 1944? A. Yes. The same condition ob¬ 
tained during the first seven hours of the day and alsp dur¬ 
ing the hours ending 11 P. M., and 12 P. M. 

Q. Have you prepared an exhibit showing the magni¬ 
tude and direction of flow on the Holtwood-Safe Harbor 
System for the hour ending at 2 A. M., on January 26, 
1944? A. I have. 

Mr. Goldberg : At this time, Mr. Examiner, tnay I 
have marked for identification as Exhibit 44 the exhibit 
described by the witness in his last answer? 

Trial Examiner: Yes, the document maty be 
marked Exhibit 44 for identification. 

(The document referred to was marked Exhibit 
No. 44 for Identification.) 

By Mr. Goldberg : 

Q. Mr. Roland, I show you Exhibit 44 and ask ^ou if 
that is the exhibit to which you have referred in youf last 
[957] answer. A. That is correct. 

Q. And I take it the numbers near the arrows indicate 
the magnitude of flows in megawatthours, is that correct? 
A. That is correct. 

Mr. Myse: Do the figures show the net flow dur¬ 
ing the hour? 

The Witness: As I recall, for this particular hour 
there was no reversal during the hour, therefore it would 
not only be the net but would be also the gross flo^. I 
mean, the direction of flow was in the same direction during 
the hour. 

By Mr. Goldberg: 

Q. Referring you to page 1 of Exhibit 42, the hour lend¬ 
ing at 2 A. M., on January 26, 1944, it appears, dops it 
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not, that there were no reversals of flow! A. That is 
correct, yes. 

Q. In your studies of energy transfers for the 20 days, 
did yon find hours in other days when all the energy de¬ 
livered to Pennsylvania Power & Light Company at Done¬ 
gal and at Lehman Farm and all the energy delivered to 
Holtwood via Lehman Farm, was transmitted from Mary¬ 
land? A. Yes. There were 204 hours representing 43 
per cent of the total hours in the 20 days when all the 
energy delivered to Pennsylvania Power & Light Company 
at Donegal was [958] transmitted from Maryland. 

There were 189 hours representing 39 per cent of the 
total hours, when all the energy delivered to Pennsylvania 
Power & Light Company at Lehman Farm, and 180 hours 
representing 38 per cent of the total hours, when all the 
energy delivered to the bus at Holtwood via Lehman Farm, 
was transmitted from Maryland. 

Q. During how many hours of the 20 days, did you find 
that there was no generation by the main 60 cycle genera¬ 
tors at Safe Harbor? A. There were 239 such hours 
representing 50 per cent of the total hours. 

Q. During how many hours of the 20 days did you 
find that all of the energy supplied to the 13 kv, 60 cycle 
bus at Safe Harbor came from Maryland? A. There 
were 213 such hours representing 44 per cent of the total 
number of hours in the 20 days. 

Q. Did you determine how many hours during the year 
1944 when there was no generation by main units at Safe 
Harbor? A. Yes. In 1944, there was no generation by 
main units at Safe Harbor during 1,882 hours, or 21.4 per 
cent of the total hours in the year. 

Q. Did you make such a determination for each month 
in the year 1944? [959] A. Yes. 

Q. What percentage of the total hours of each month 
in 1944 was the generation by main units at Safe Harbor 
zero during the hour? A. There was no generation by 
main units at Safe Harbor during 22.2 per cent of the 
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hours in January; 19 per cent in February; zero per cent 
in March, April and May; 8.3 per cent in June; 29.8 per 
cent in July; 48 per cent in August; 45 per cent in Septem¬ 
ber; 32.2 per cent in October; 36.7 per cent in November, 
and 16 per cent in December. 

• • • 

[960] Q. Mr. Roland, do you find it generally true that 
when the hydro units at Safe Harbor are shut down, energy 
is transmitted to Safe Harbor from Maryland? A. Dur¬ 
ing the 20 days energy was transmitted to Safe Harbo^ dur¬ 
ing all the hours when the main hydro units were shut down. 
On the basis of this sampling, which I consider to b6 rea¬ 
sonably representative, and judging from the fact that dur¬ 
ing all months of 1944, except the high-flow months of 
March, April and May, substantial quantities of energy 
were transmitted to Safe Harbor from Maryland, I tyould 
conclude that energy was transmitted to Safe Harbor from 
Maryland when the hydro units at Safe Harbor were shut 
down. 

Q. Were there some hours during the 20 days ^hen 
electric energy was transmitted from Maryland to Safe 
Harbor during the same hours when energy was generated 
by the main units at Safe Harbor? A. Yes. 

Q. Will you state how much electric energy was trans¬ 
mitted from Maryland to Safe Harbor during some hour 
■when there was generation by the main units at Safe Har¬ 
bor? A. Referring to page 3 of Exhibit 42, which is for 
Wednesday, Feb. 16,1944, it will be noted that during [961] 
the hour ending 1 P. M., 37 megawatthours were trans¬ 
mitted to the 13 kv 60 cycle bus at Safe Harbor from Mary¬ 
land as shown by column 4. 

During the same hour, 15 megawatthours were gen¬ 
erated by the main 60 cycle units at Safe Harbor as shown 
in column 1. No energy was supplied to the 60 cycle bus 
during that hour from the frequency changer. The total 
amount of energy supplied to the 60 cycle bus at Safe Har¬ 
bor during that hour was, therefore, 52 megawatthqurs. 
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Of this amount, 71 per cent was transmitted from Mary¬ 
land. 

Q. During that some hour, how much was delivered 
from Safe Harbor to Pennsylvania Power and Light Com¬ 
pany? A. During the hour ending 1 P. M., on February 
16, 1944, a total of 41 megawatthours as shown by column 
9 -were transmitted to the Donegal Tap from the Safe Har¬ 
bor bus, over the 69 kv circuits. During that hour, eight 
megawatthours were delivered to Pennsylvania Power & 
Light Company at the Donegal Tap, and 23 were deliv¬ 
ered to Pennsylvania Power & Light Company at Lehman 
Farm, as shown in columns 12 and 15 respectively. 

Q. During the hour ending 1 P. M., February 16, 1944, 
how much was delivered from Safe Harbor to the 13 kv, 
60 cycle bus at the Holtwood Substation? A. During 
that hour, 10 megawatthours were delivered to the 13 kv, 
60 cycle bus at the Holtwood Substation, as [962] shown by 
Column 18. 

Q. Did you attempt to determine what part, if any, of 
the electric energy transmitted from Maryland to Safe 
Harbor during the hour ending 1 P. M., on February 16, 
1944, was sold to Pennsylvania Power & Light Company 
at Donegal and Lehman Farm, and what part, if any was 
transmitted to the Holtwood bus? A. Yes, I did. 

Q. Upon w’hat basis did you make that determination? 
A. A bus, such as the 13 kv, 60 cycle bus at Safe Harbor, 
the 13 kv, 60 cycle bus and the 11 kv, 25 cycle bus at Holt¬ 
wood Station, provides a common connection for several 
supply and feeder circuits and may be regarded as pooling 
the energy delivered to it by the supply circuits. For this 
reason, I have assumed that circuits transmitting electric 
energy from such a common connection, which is jointly 
supplied from two or more sources simultaneously, trans¬ 
mit energy from each of those sources in the ratio that 
the amounts supplied from each bears to the total supply. 

Q. Why did you make that assumption? A. The 
layout of the main buses and circuits and switching arrange- 
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ments at Safe Harbor and Holtwood hydro are such that 
co-mingling of energy takes place when energy is sup¬ 
plied at those points simultaneously from more than one 
source. For this reason, it was necessary to apportion 

[963] a share of the energy supplied from each source to 
each of the sendout circuits. 

Q. In your opinion is such an assumption reasonable? 
A. Yes. 

Q. Is it necessary to make that assumption for every 
hour in order to determine the percentage of energy trans¬ 
mitted from Maryland in the circuits showing sendout from 
Safe Harbor? A. No. 

Q. Under what conditions is it unnecessary? A. It 
is unnecessary when the entire supply at Safe Harbpr is 
from Maryland, that is, when the entry in column 6 is 
100 per cent. 

Q. Is it unnecessary to make that assumption for <j)ther 
hours in order to determine whether or not some eijergy 
transmitted from Maryland is sent out from Safe Harbor 
during such hours? A. Yes. 

Q. Have you nevertheless used that assumption tp de¬ 
termine the percentages shown in column 6 for certain 
hours in which it is not necessary to use the assumption in 
order to determine that some of the send-out from Safe 
Harbor over the 69 kv circuits must be energy transmitted 
from Maryland? A. Yes. 


[964] Q. Mr. Roland, a moment ago when you said thjat it 
was unnecessary when the entire supply at Safe Harbor is 

[965] from Maryland, that is, when the entry in coluitnn 6 
is 100 per cent, were you referring to column 6 of Exhibit 
42? A. That is correct. 

Q. Under what conditions do you do that? A. A^hen 
the sendout over the 69 kv circuits at Safe Harbor exceeds 
the supply to the 13 kv, 60 cycle bus from the main 60 iycle 
generators and from the frequency changer at Safe Harbor, 
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some of the sendout over the 69 kv circuits had to come 
from Maryland. That is, when the entry in column 9 is 
greater than the sum of the entries in columns 1 and 2, the 
difference had to be supplied from Maryland. 

Q. Referring to your calculations in which you have 
used the assumption to which you previously referred, will 
you please describe the application of that assumption? 
A. As I stated previously, on February 16, 1944, during 
the hour ending 1 P. M., 41 megawatt hours were trans¬ 
mitted from Safe Harbor to Donegal over the 69 kv cir¬ 
cuits, and that of this amount, 8 megawatt hours were de¬ 
livered to Pennsylvania Power & Light Company at Done¬ 
gal, and 23 megawatt hours to Pennsylvania Power & Light 
Company at Lehman Farm. I also stated that the re¬ 
maining 10 megawatt hours were delivered to the 13 kv, 
60 cycle bus at the Holtwood Substation. 

Since 71 per cent of the amount transmitted at Safe 
Harbor came from Maryland during that hour, I have [966] 
considered that 71 per cent of the amount transmitted from 
Safe Harbor and sold to Pennsylvania Power & Light Com¬ 
pany at Donegal and Lehman Farm, and that 71 per cent 
of the amount transmitted from Safe Harbor to the Holt- 
wood Substation during that hour came from Maryland, 
and that the balance came from the 60 cycle main gen¬ 
erating units at Safe Harbor. Thus, of the 8 megawatt 
hours delivered to Pennsylvania Power & Light Company 
at Donegal, 6 megawatt hours as shown in column 13 came 
from Maryland and 2 megawatt hours from Safe Harbor 
generation; of the 23 megawatt hours sold to Pennsylvania 
Power & Light Company, at Lehman Farm, 13 megawatt 
hours as shown in column 16 came from Maryland and 7 
megawatt hours from Safe Harbor generation. 

Likewise, of the 10 megawatt hours delivered to the 
Holtwood Substation, 7 megawatt hours as shown in column 
19, came from Maryland and 3 megawatt hours from Safe 
Harbor generation. 
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Q. Have you prepared an exhibit showing the ihagni- 
tude and direction flows of Holtwood and Safe Harbqr sys¬ 
tem and transmission from Maryland to Holtwood’s (resale 
customers in Pennsylvania? A. I have. 

Mr. Goldberg: At this time, Mr. Examiner, I ask 
to have marked for identification Exhibit 45 th^ dia¬ 
gram referred to. 

[967] Trial Examiner : The diagram may be marked Ex¬ 
hibit 45 for Identification. 

(Exhibit No. 45 was marked for Identification.) 
By Mr. Goldberg : 

Q. I show you Exhibit 45 for Identification, Mr. Roland, 
and I ask you if this is the exhibit to which you hale re¬ 
ferred in your last answer? A. That is correct. 

Q. Mr. Roland, what is a “bus”? A. A bu^ con¬ 
ductor or group of conductors is a switch gear assembly 
which serves as a common connection for three or more 
circuits. That is the definition which appears on Pa^e 97 
of The American Standard Definitions of Electrical Terms. 

Q. Going back to Page 1 of Exhibit 42 you stated that 
during the hour ending 2 A. M., January 26, 1944, 20 ijiega- 
watt hours were transmitted from Maryland to the 1^3 kv, 
60 cycle bus at Holtwood. What happened to that energy? 
A. The 20 megawatt hours transmitted from Maryland to 
the 13 kv, 60 cycle bus at Holtwood, together with th|e en¬ 
ergy supplied by the steam units at Holtwood and from 
Pennsylvania Power & Light Company, during that hour, 
was transmitted out from the 13 kv, 60 cycle bus at Holt¬ 
wood to Metropolitan Edison at York, to Philadelphia Elec¬ 
tric Company at Coatesville, to the 11 kv, 25 cycle bus at 
Holtwood through the frequency [968] changer and to the 
station service bus at Holtwood. 

Q. In column 28 for the hour ending 2 A. M., January 
26 you show 20 megawatt hours from Maryland and in 
column 29 you show 54 per cent from Maryland. Ho\y did 
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you arrive at those amounts? A. Column 21 shows the 
amount of energy generated by the steam electric units 
at Holtwood and is measured by meter No. 24. Column 22 
shows the amount of energy generated during the hour by 
the 60 cycle hydroelectric units at Holtwood and is meas¬ 
ured by meter No. 25. 

Column 23 shows the amount of energy transferred 
from the 11 kv, 25 cycle bus to the 13 kv, 60 cycle bus at 
Holtwood through the frequency changer and is measured 
by meter No. 23 “out.” 

Column 24 is the total amount of energy supplied to 
the 13 kv, 6C cycle bus at Holtwood from the 60 cycle gen¬ 
erating units and from the frequency changer at Holtwood. 

Column 25 shows the amounts transmitted from Leh¬ 
man Farm to the 13 kv, 60 cycle bus at Holtwood as meas¬ 
ured by meter No. 28 “in.” 

Column 26 is the sum of the amounts supplied to the 
13 kv, 60 cycle bus at Holtwood from the Metropolitan Edi¬ 
son Company and the Pennsylvania Power & Light Com¬ 
pany and is equal to the sum of the meter readings num¬ 
bers 27 and 29 “in.” 

[969] Column 27 shows the total amount of energy supplied 
to the 13 kv, 60 cycle bus at Holtwood. 

Column 28 has the same entries as column 19 and shows 
the portion in megawatt hours of the total amount of en¬ 
ergy transmitted to the 13 kv, 60 cycle bus at Holtwood 
via Lehman Farm which came from Maryland. 

Column 29 is the ratio of the column 28 to column 27 
expressed in per cent. During the hour ending 2 A. M. a 
total of 37 megawatt hours was supplied to the 13 kv, 60 
cycle bus at Holtwood. Of this amount 20 megawatt hours 
or 54 per cent was transmitted from Maryland via Safe 
Harbor and Lehman Farm. 

Q. Will you explain what the entries in columns 30 to 
35 inclusive represent? A. Column 30 shows the amount 
of energy transmitted from the 13 kv, 60 cycle bus at Holt¬ 
wood to Pennsylvania Power & Light Company and in a 
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few instances to Safe Harbor via Lehman Farm. The 
amounts so transmitted are measured by meter Nd. 28 
“out”. 

Column 31 shows the amount of energy delivered to 
the Metropolitan Edison Company and the Edison tight 
and Power Company at Violet Hill Substation in ^ork, 
Pennsylvania, over circuits 11 and 12. The amounts deliv¬ 
ered to these two companies are measured by meteii No. 
29 “out”. 

Column 32 shows the amount of energy delivered to 
[970] Pennsylvania Power & Light Company, over circuit 
No. 18 as measured by meter No. 27 “out”. 

Column 33 shows the amount of energy delivered to 
Philadelphia Electric Company, at Coatesville over circuit 
Nos. 13 and 14, as measured by meter No. 26. In this con¬ 
nection, I should point out that the meters used for billing 
Metropolitan Edison Company are located at the Violet 
Hill Substation, therefore, the amount actually delivered 
to this company at Violet Hill over circuits 11 and 12 would 
be less than the amount measured by meter No. 29 in the 
amount of transmission losses between Holtwood Station 
and the metering points at Violet Hill Substations. 

Likewise, the amount delivered to Philadelphia Elec¬ 
tric Company at Coatesville is less than the amount shown 
by meter No. 26 by the amount of losses between Holtwood 
and Coatesville. 

Column 34 shows the amount of energy delivered to 
the frequency changer from the 13 kv, 60 cycle bus at Ijlolt- 
wood as measured by meter No. 23 “in”. Column 35 is 
the total amount of sendout from the 13 kv, 60 cycle bhs at 
Holtwood. 

Q. I notice in some of your answers you have used the 
expression “PP & L Company” occasionally. When you 
use that in your answer or anywhere in your exhibits, does 
it refer to the Pennsylvania Power & Light Company? 
A. Yes. 
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Q. What portion of the total amount of electric [971] 
energy transmitted from the 13 kv, 60 cycle bus at Holtwood 
to the Metropolitan Edison Company, to Philadelphia Elec¬ 
tric Company, and what portion of the total amount sup¬ 
plied to the frequency changer during the hour ending 2 
A. M., on January 26, came from Maryland? A. As 
shown in column 29, 54 per cent of the total amount of 
electric energy supplied to the 13 kv, 60 cycle bus at Holt- 
w’ood during that hour was transmitted from Maryland. 
As I stated previously, I have considered that circuits 
transmitting electric energy from any bus which is sup¬ 
plied from two or more sources simultaneously, transmits 
energy from each of those sources in the ratio that the 
amount supplied from each bears to the total supply. 

Accordingly, 54 per cent of the electric energy de¬ 
livered to the Metropolitan Edison Company and to the 
Philadelphia Electric Company, and 54 per cent of the 
energy supplied to the frequency changer during the hour 
2 A. M., January 26, was electric energy transmitted from 
Maryland. 

In other words, during that hour approximately 3 
megawatt hours were transmitted from Maryland to the 
Metropolitan Edison Company and approximately 11 mega¬ 
watt hours were transmitted from Maryland to the Phila¬ 
delphia Electric Company, and approximately 5 megawatt 
hours were transmitted from Maryland to the 60 cycle end 
of the frequency changer at Holtwood. 

[972] Q. In other words, then, to obtain the amounts of 
electric energy transmitted from Maryland to the Metro¬ 
politan Edison Company over circuits 11 and 12, and to 
the Pennsylvania Power & Light Company, over circuit 18, 
and to the Philadelphia Electric Company, over circuits 13 
and 14 and to the frequency changer from the 13 kv, 60 
cycle bus at Holtwood, you multiply the percentage figures 
shown in column 29 by the total deliveries as shown in 
columns 31, 32, 33 and 34. Is that correct? A. Yes. 
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Q. Column 29 then shows the percentage of the jtotai 
deliveries of electric energy to Metropolitan Edison over 
circuits 11 and 12; to Pennsylvania Power & Light Com¬ 
pany over circuit 18; and to Philadelphia Electric Company 
over circuits 13 and 14 which came from Maryland via 
Safe Harbor? A. Yes. 

Q. During how many hours of the twenty days to vfhich 
you have referred was electric energy transmitted from 
Maryland via Safe Harbor and Holtwood to Metropolitan 
Edison at York; to Pennsylvania Power & Light Company, 
over circuit 18; to Philadelphia Electric Company at Coktes- 
ville; and to the 11 kv, 25 cycle bus through the frequency 
changer? A. Electric energy was transmitted from 
Maryland via Safe Harbor and Holtwood to Metropolitan 
Edison Company during 268 hours. 

[973] To Pennsylvania Power & Light Company over cir¬ 
cuit 18 during 51 hours; to Philadelphia Electric Company 
during 277 hours; and, to the 60 cycle end of the frequency 
changer during 217 hours. In terms of percentage of lotal 
hours in the 20 days, these amounts are 56, 11, 58 and 45 
per cent, respectively. 

[974] Q. Will you explain how you derived the entries 
shown in columns 36 through 39? A. Column 36 st^ows 
the amount of energy supplied to the 11 kv, 25 cycle bus 
from the 13 kv, 60 cycle bus through the frequency changer 
at Holtwood, as measured by meter No. 22 “out”. 

Column 37 shows the amount of electric energy gen¬ 
erated by the 25 cycle units at Holtwood as measured by 
meter No. 20. 

Column 38 shows the amount of energy transmitted 
from the Highlandtown Substation in Maryland to the Holt¬ 
wood Station. The amounts so transmitted are measured 
by meter No. 34 located at Highlandtown. 

Column 39 is the total amount of electric energy gup- 
plied to the 11 kv, 25 cycle bus at Holtwood. 

Q. Is electric energy at times transmitted from Mary¬ 
land via Safe Harbor and the 13 kv, 60 cycle bus at Hjolt- 
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wood, to the 11 kv, 25 cycle bus at Holtwood? A. Yes. 
For example, during the hour ending 2 A. M., on January 
26, 54 per cent of the energy supplied to the frequency 
changer from the 13 kv, 60 cycle bus was transmitted from 
Maryland. Therefore, approximately 4.3 megawatt hours, 
which is the product of columns 29 and 36, was supplied to 
the 11 kv, 25 cycle bus at Holtwood from Maryland. 

Q. The amount of energy transmitted to the 11 kv, 25 
cycle bus at Holtwood from Maryland via Safe Harbor is 
[975] equal to the entries in column 29 multiplied by cor¬ 
responding entries in column 36, is that right? A. Yes. 

Q. What part of the electric energy transferred to the 
11 kv, 25 cycle bus from the 13 kv, 60 cycle bus at Holtwood 
came from Holtwood’s steam-electric units during the hour 
ending 2 A. M., January 26, 1944? A. The ratio of the 
entries in column 21 to the entries in column 27 multiplied 
by the corresponding entries in column 36 are the amounts 
transferred from the steam-electric units to the 11 kv, 25 
cycle bus at Holtwood. For the hour ending 2 A. M., Jan¬ 
uary 26, 1944, the amount transferred was 16 divided by 
37 multiplied by 8, or about 3.5 megawatt hours. 

Q. What became of the energy transferred from Holt- 
wood’s steam plant to the 11 kv, 25 cycle bus? A. The 
electric energy so transferred was transmitted in part to 
Highlandtown and in part to Pennsylvania Power & Light 
Company. 

Q. Will you explain the entries in columns 40 to 43 
inclusive? A. Column 40 shows the amount of energy 
delivered to Pennsylvania Power & Light Company, over 
Circuit No. 3, as measured by meter No. 18, located at 
Engelside Substation in Lancaster, column 41 shows the 
amount of energy transmitted [976] from Holtwood to 
Highlandtown, Maryland, over Circuit Nos. 1, 2, 5 and 6 
as measured by meter No. 34 at Highlandtown. 

Column 42 shows the amount of energy transferred 
from the 25 cycle bus to the 13 kv, 60 cycle bus through 
the frequency changer at Holtwood as measured by meter 
No. 22 “in”. 
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Column 43 is the total sendout from the 11 kv, 25 cjycle 
bus at Holtwood. 

Q. Are there times when electric energy is transmitted 
from Maryland via Safe Harbor and Holtwood to Penn¬ 
sylvania Power & Light Company, over Circuit No. 3? 
A. Yes. For example, during the hour ending 2 A. M., 
January 26, 1944, two megawatt hours as shown by column 
40 were delivered to the Pennsylvania Power & Light Com¬ 
pany from the 11 kv, 25 cycle bus at Holtwood. During the 
same hour 8 megawatt hours as shown in column 36 vtere 
transferred from the 13 kv, 60 cycle bus to the 11 kvj 25 
cycle bus through the frequency changer and during that 
hour was the only source of supply to the 11 kv, 25 cVcle 
bus. 

As shown in column 29 for the hour ending 2 A. M., 
January 26, 1944, 54 per cent of the energy supplied to the 
13 kv, 60 cycle bus during that hour came from Maryland. 

Since all the energy delivered to Pennsylvania Power 
& Light Company from the 25 cycle bus during that hpur 
came from the 13 kv, 60 cycle bus through the frequency 
changer, it follows that it would include the same per¬ 
centage of [977] energy from Maryland as that shown in 
column 29. In other words, during those hours when no 
energy is generated by the 25 cycle generators at Hplt- 
wood, and no energy is received from Highlandtown, ;the 
amount of energy transmitted to Pennsylvania Powej- & 
Light Company, over Circuit No. 3, from Maryland via 
Safe Harbor is equal to the entry in column 29 multiplied 
by the entry in column 40. 

Q. How would you determine what percentage of the 
total amount of electric energy delivered to Pennsylvania 
Power & Light Company over Circuit No. 3 came fr|om 
Maryland for those hours when energy is transferred frjom 
the 13 kv, 60 cycle bus through the frequency changer! to 
the 11 kv, 25 cycle bus and when during the same hour 
energy was generated by the main 25 cycle units at Holt¬ 
wood? A. The amount of energy in megawatt hours 
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transmitted from Maryland via Safe Harbor to the 11 kv, 
25 cycle bus through the frequency changer is equal to 
the entries in column 29 multiplied by the entries in column 
36. The ratio of the product so derived to the total amount 
of electric energy supplied to the 11 kv, 25 cycle bus as 
shown in column 39 multiplied by 100 is the percentage of 
energy from Maryland via Safe Harbor which is trans¬ 
mitted to Pennsylvania Power & Light Company over Cir¬ 
cuit No. 3. 

Q. During how many hours of the 20 days was some 
electric energy transmitted from Maryland via Safe Har¬ 
bor and [978] Holtwood to Pennsylvania Power & Light 
Company over Circuit No. 3? A. There were 235 such 
hours representing 49 per cent of the total hours in the 20 
days. The amounts for some of those hours are very small. 

Q. Did you find any hours during the 20 days when 
electric energy delivered to Pennsylvania Power & Light 
Company over Circuit No. 3 was electric energy trans¬ 
mitted from Highlandtown over Circuits Nos. 1, 2, 5 and 6? 
A. Yes. During the hours ending 3 A. M. to 6 P. M., on 
November 12, 1944, all the energy delivered to the Penn¬ 
sylvania Power & Light Company over Circuit No. 3 came 
from Highlandtown, Maryland, over Circuits Nos. 1, 2, 5 
and 6. 

Q. Was the electric energy transmitted from Mary¬ 
land to the Pennsylvania Power & Light Company at Done¬ 
gal and Lehman Farm, to Metropolitan Edison Company 
at York, to Philadelphia Electric Company at Coatesville. 
as shown by Exhibit No. 42 consumed outside of Mary¬ 
land? A. Yes. 

Q. Was the transmission of electrical energy from 
Maryland to Pennsylvania a daily occurrence in 1944? 
A. With the exception of the high flow months, that is, 
March, April and May, electric energy was transmitted 
from Maryland to Safe Harbor at some time during prac¬ 
tically every day of 1944. 

[979] Q. Does it follow from what you have just said, that 
with the exception of the high flow months of March, April 
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and May, some electric energy was transmitted from Mary¬ 
land and delivered to Holtwood’s customers in Pennsyl¬ 
vania every day of the year? A. Yes, the numbeif of 
hours that such transmission from Maryland to Holtwood’s 
customers in Pennsylvania, as well as the amounts trans¬ 
mitted, would vary over a wide range, of course, as shown 
by Exhibit 42. 

Q. From the study you have made, do Pennsylvania 
Water & Power Company and Susquehanna Transmission 
Company of Maryland each own and operate facilities for 
the transmission of electric energy, which is transmitted 
from one or more states and consumed at points outride 
thereof? A. Yes. 

Q. Are the amounts of such electric energy so trans¬ 
mitted substantial? A. Yes. This is evident from a 
comparison of the amounts so transmitted to the require¬ 
ments at Coatesville, Pennsylvania, a city of 14,006 popula¬ 
tion, 1940 census. For the entire year of 1944, the energy 
requirements to serve Coatesville was 152,292 megawatt 
hours at a maximum demand of 24.5 mw. 

Q. Does the transmission of such substantial amounts 
occur frequently? [980] A. Yes. 

Q. Generally speaking, what are the facilities for the 
transmission of such energy? A. The substations and 
transmission lines owned by Holtwood and Susquehanna 
as shown on Exhibit 37 are used for that purpose. 

Q. Does Holtwood sell for resale electric energy so 
transmitted? A. Yes. 

Q. To what companies does Holtwood sell for resale 
electric energy so transmitted? A. Baltimore Company, 
Pennsylvania Power & Light Company, Philadelphia Elec¬ 
tric Company and Metropolitan Edison Company. 

Q. Do Holtwood and Susquehanna each own and oper¬ 
ate facilities for such sales? A. Yes. 

Q. Generally speaking, what are those facilities? 
A. Those facilities would include the substations and trans¬ 
mission lines owned by Holtwood and Susquehanna, as 
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shown on Exhibit 37, together with metering and other 
equipment for billing and recording sales. 

Q. Do Holtwood and Susquehanna own and operate 
facilities for such transmission and sale at wholesale, which 
are not used for the generation of electric energy? [981] 
A. Yes. 

Q. Do Holtwood and Susquehanna own and operate 
facilities for such transmission and sale at wholesale, which 
are not used in local distribution? A. Yes, with the pos¬ 
sible exception of some of the low tension equipment at 
Susquehanna’s Highlandtown substation, which might be 
regarded as distribution facilities. 

Q. Do Holtwood and Susquehanna own and operate 
facilities for such transmission and sale at wholesale which 
are not used only for the transmission of electric energy 
which is not transmitted from any state and consumed 

at a point outside thereof? 

• • • 

Mr. Myse: I don’t understand that question, if 
your Honor please. 

Mr. Goldberg: Mr. Examiner, there is a purpose 
in phrasing that question in that fashion. 

Trial Examiner : The witness may answer it. 

The Witness: Yes, that follows from one of my pre¬ 
vious answers. 

By Mr. Goldberg: 

Q. Do Holtwood and Susquehanna own and operate 
facilities for such transmission and sale, which are not 
facilities for the transmission of electric energy consumed 
wholly by the [982] transmitter? A. Yes. 

Mr. Goldberg : That completes Mr. Roland’s testi¬ 
mony on this subject, Mr. Examiner, with one question 
that I meant to ask and failed to. 

By Mr. Goldberg: 

Q. Referring to Exhibit 45 which I show you, Mr. 
Roland, do the figures appearing at the upper section of 
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that exhibit and the arrows represent the magnitude and 
direction of flows? A. Yes, the arrows indicate the di¬ 
rection and the figures indicate the amounts in megawatt 
hours. 

Q. And that is true of Exhibit 44, is that right? A. 
That is right. 

Mr. Goldberg : At this time, Mr. Examiner, I filler 
in evidence Exhibits 37, 38, 39, 40, 41, 42, 43, 44 and 45. 

Trial Examiner: Is there any objection to the 
receipt of these exhibits marked for identification? 

Mr. Sparks: No objection, subject to cross-exam¬ 
ination, your Honor. We would like to ask your Hcjnor 
to reserve ruling on Exhibit 42. 

Trial Examiner: Any objection by counsel for the 
interveners, any one of them? 

(No response.) 

Trial Examiner : Exhibits 37, 38, 39, 40 and 41 are 
[983] received in evidence. 

(The documents previously marked for identifica¬ 
tion Exhibit Nos. 37, 38, 39, 40 and 41, are received in 
evidence.) 

Trial Examiner: The ruling on Exhibit 42 is re¬ 
served. Exhibits 43, 44 and 45 are received in evi¬ 
dence. 

(The documents previously marked for identifica¬ 
tion Exhibit Nos. 43, 44 and 45, are received in jevi- 
dence.) 

• • • 

Cross-Examination. 

By Mr. Myse : 

• • • 

[986] Q. If I understand you then, you did study other 
days and you just picked out these 20 days from the days 
yon had studied, is that it? A. Well, when you say other 
days—the data I had for all the days was very meager. I 
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looked at the log sheets which gave me the generation at 
Safe Harbor and the deliveries to Safe Harbor over the 
220 kv circuits, and I believe that is all that I had before 
me. And the number of hours of generation by days at 
Safe Harbor. I believe that is all the information that I 
had available when I selected the 20 days, plus this record 
of the stream flows—the daily stream flows. 

• • • 

[987] Q. Referring to Exhibits 38 and 40? A. 38 and 
40? 

Q. Yes. A. I have that before me. 

Q. On both these exhibits you have a note that the 
amount shown did not include transfers across the Penn- 
sylvania-Maryland boundary over the Conestoga-Perryville 
lines; is that correct? [988] A. Yes. 

Q. Will you tell me why you did not include those 
transfers? A. I do not know whether I could have got¬ 
ten the data accurately by months for that. 

Q. Does that complete your answer? A. I was just 
considering and trying to think back as to why I did not 
include them. I think the main reason probably was I 
considered that the deliveries to the railroad company were 
deliveries to the ultimate consumer, and we were not con¬ 
cerned with that. 

Q. All the deliveries over this line were deliveries to 
the ultimate consumer; is that correct? A. No, that is 
not true because part of the deliveries over that line is for 
interchange with the Philadelphia Electric Company. That 
is the only reason I can think of now, I may have had for 
not taking that into account. 

• • • 

[990] Re-Dibect Examination. 

By Mr. Goldberg: 

• • • 

[991] Q. Referring to the notes on Exhibits 38 and 40 
which are to the effect that they do not include the transfers 
across Pennsylvania, Maryland Boundary over the Con- 
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estoga-Perryville line: Did I understand you to say that 
that line is used to serve the railroad? A. Not ex¬ 
clusively. 

Q. Is the service to the railroad single phase service? 
A. Yes, sir. 

• • • 


[992] SAMUEL JOSEPH, 

was called as a witness by and on behalf of the Federal 
Power Commission, being first duly sworn, was examined 
and testified as follows: 

Direct Examination. 

By Mr. Goldberg: 


Q. Please state your name? A. My name is Simuel 
Joseph. 

Q. Where do you reside? A. I reside in Paterson, 
New Jersey. 

Q. What is your present occupation? [993] A. I 
am engaged in the textile manufacturing business in Pater¬ 


son. 


Q. Please explain the nature of your participation in 


this case? A. On August 1,1945,1 was granted a yjear’s 
leave of absence by the Commission under an arrangement 
which contemplated that I would return from time to time 
for such work as the Commission might require. 

In September or October, 1945, the Commission re¬ 
quested me to testify in the Louisville Gas & Electric Com¬ 
pany case before the Kentucky Public Utilities Commis¬ 
sion and I did so. 

On February 1, 1945, after my leave had run for six 
months, I tendered my resignation effective at the pleasure 
of the Commission. My resignation was accepted as of 
April 12, 1946. 

I was requested to accept an assignment covering 
limited participation in this case in the capacity of con- 
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sultant to the Commission. It is in this latter capacity 
that I now appear as a witness. 

Q. Will you please state your educational background? 
A. I graduated from the Wharton School of the University 
of Pennsylvania in 1928, with a degree of Bachelor of 
Science. I attended Columbia University Graduate School 
of Business Administration and did some work towards a 
master’s degree. I graduated from the Brooklyn Law 
School in 1933 [994] with a degree of Bachelor of Laws. 
I was granted a certificate as a certified public accountant 
by the State of New York in 1932, and was admitted to the 
bar of the State of New York in 1934. 

Q. Will you please state your experience? A. I was 
first employed in the rate regulating field in 1934. I have 
worked on state-wide investigations of the telephone rates 
in Louisiana, Alabama and West Virginia. 

I have also worked on investigations of other utility 
companies, including electric, water and gas companies. 

I have testified before the Louisiana and Alabama 
Public Service Commissions, the Public Service Commis¬ 
sion of West Virginia, the Federal Power Commission, the 
Utah Public Service Commission, the Kentucky Public Util¬ 
ities Commission and the Securities and Exchange Com¬ 
mission. 

In 1943 I was loaned by the Federal Power Commis¬ 
sion to the Office of Price Administration. I testified as a 
witness for the Office of Price Administration in a case 
involving the Washington Gas Light Company before the 
District of Columbia Public Utilities Commission. 

In 1942 I was loaned by the Federal Power Commis¬ 
sion to the Utah Public Service Commission, and testified 
as a witness for that Commission in a case involving the 
Utah Power and Light Company. On October 10, 1944, the 
Utah Commission’s order in all respects was unanimously 
affirmed by the [995] Supreme Court of the State of Utah. 
In discussing the question of rate of return the Utah Su- 
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preme Court, in its opinion, made specific reference \o the 
exhibit I had introduced in that case. 

I began employment with the Federal Power Coitunis- 
sion in August, 1939. I was first employed as a Senior 
Examiner of Accounts and was assigned to the investiga¬ 
tion of the Natural Gas Pipeline Company of Anierica 
and the Texoma Natural Gas Company, as accounting ex- 
aminer in charge. 

Q. Was that the case that went to the Supreme pourt 
in which the Commission’s order was affirmed? A. That 
was the case, yes, sir. 

Q. Will you proceed with your statement of yoijr ex¬ 
perience? A. While with the Federal Power Commis¬ 
sion I received several promotions and held the position of 
Chief Examiner of Accounts in the Division of Finance 
at the time of my resignation. 

I have taken part in the investigations of the fallow¬ 
ing companies: 

The Southern Bell Telephone and Telegraph Company, 
in the States of Louisiana and Alabama; New Orleans 
Public Service Company; Louisiana Power and Light Com¬ 
pany; Louisiana Public Utilities Company; Baton Rouge 
Water Company; Chesapeake and Potomac Telephone 
Company of West Virginia; [996] Wheeling Electric Com¬ 
pany; Appalachian Electric Power Company; the Natural 
Gas Pipeline Company of America and Texoma Natural 
Gas Company; Panhandle Eastern Pipe Line Company; 
Michigan Gas Transmission Corporation; Interstate jNat¬ 
ural Gas Corporation; El Paso Natural Gas Company; 
Washington Gas Light Company; Utah Power and Light 
Company; Cities Service Gas Company; Memphis Natural 
Gas Company; Mississippi River Fuel Corporation; Safe 
Harbor Water Power Corporation; and Louisville Gas & 
Electric Company. I 

My duties with the Federal Power Commission in¬ 
cluded responsibility for making studies and conducting re¬ 
search on the subject of fair rate of return for phblic 
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utilities. In this connection I was charged with the duty of 
keeping informed on the important subject of income and 
excess profits taxes, and the relationship of such taxes, 
both present and prospective, to the earning of a fair rate 
of return by the utility companies. 

Q. While you were employed as a member of the Com¬ 
mission’s staff did you prepare exhibits on the subject of 
fair rate of return? A. I did. 

Q. Did you submit such exhibits and testify on the sub¬ 
ject of fair rate of return in proceedings before the Federal 
Power Commission and other commissions? A. Yes, I 
did. I prepared and submitted exhibits [997] on the sub¬ 
ject of fair rate of return in the Interstate Natural Gas 
Company case, the El Paso Natural Gas Company case, 
the Cities Service Gas Company case, the Mississippi River 
Fuel Company case, the recent Safe Harbor Water Power 
Corporation case, and the United Fuel Gas Company case, 
all of which were before the Federal Power Commission. 

In addition, I prepared and submitted exhibits on the 
subject of fair rate of return in the Utah Power and Light 
Company case before the Utah Commission and in the 
Louisville Gas & Electric Company case before the Ken¬ 
tucky Commission. 

Q. Can you give a general description of the nature 
of the exhibits which you sponsored in these cases? A. 
Briefly, the exhibits which I sponsored might be described 
as comprehensive statistical compilations which were de¬ 
signed to afford, and which in my opinion actually did 
afford, the Commissions to whom they were presented a 
sound basis for the exercise of judgment in the establish¬ 
ment of a fair rate of return for public utilities. The ex¬ 
hibits were brought down to date for use in each proceed¬ 
ing. This work of keeping the information current was 
done by myself and other members of the Commission’s 
staff. 

Q. I take it from what you have said that the exhibits 
were prepared for the specific purpose of aiding the 
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Federal Power Commission and other commissions in de¬ 
ciding the issue of fair rate of return in a rate case, is that 

[998] correct? A. Yes, sir. 

Q. When you compiled and prepared the exhibits of 
which you have spoken, did you have in mind any decision 
or decisions of the United States Supreme Court? A. 
Yes, I had in mind especially the Bluefield Water Works 
decision. 

In addition, I considered as pertinent the statement 
made in the United Railways v. West case, to the effect 
that what is a fair rate of return is not capable of exact 
mathematical demonstration. 

I might add that exhibits similar to those I have men¬ 
tioned were before the Supreme Court in the Natural Gas 
Pipeline Company of America case, and in the Hope Nat¬ 
ural Gas Company case. 

Me. Goldberg : At this time, Mr. Examiner, may I 
have marked for identification with the next exhibit 
number—I think it is 46—the document entitled: 
44 Docket IT-5915, Pennsylvania Water & Power Com¬ 
pany, Rate of Return Study,” dated April 15, 1946. 

Trial Examiner: The document may be marked 
Exhibit 46 for Identification. 

(The document referred to was marked Exhibit 
Exhibit 46 for Identification.) 

| 

By Mr. Goldberg : 

[999] Q. Mr. Joseph, I direct your attention to Exhibit 
No. 46 for Identification, and ask you whether that exhibit 
is similar to the exhibit on fair rate of return which you 
sponsored in the cases you have mentioned? A. Yes, 
it is. 

Q. How was the Exhibit 46 for Identification prepared? 
A. Basically, the exhibit flows from those exhibits which I 
prepared while I was a member of the Commission’s staff. 

The charts and tabulations are substantially similar 
to those used in the exhibits which I previously sponsored. 
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The statistics and information subsequent to that con¬ 
tained in the last similar exhibit which I sponsored has 
been compiled by members of the Commission’s staff in 
accordance with my request. 

Q. Mr. Joseph, does each chart or table in Exhibit 46 
for Identification show the source from which you obtained 
the data and information contained therein 1 ? A. Yes, I 
think it does. Throughout the exhibit the source of the 
data is shown in an appropriate place at the bottom or end 
of the schedule. 

Q. In your judgment, Mr. Joseph, does Exhibit No. 46 
for Identification give the Commission the data and infor¬ 
mation upon which it can rely in establishing a fair rate 
of return for the Pennsylvania Water & Power Company 
and [1000] Susquehanna Transmission Company of Mary¬ 
land in these proceedings? A. Yes, in my opinion the 
exhibit furnished the Commission with a comprehensive 
statistical background, and affords a sound basis for the 
exercise of judgment in the establishment of a fair rate of 
return for an electric utility such as the Pennsylvania 
Water & Power Company and Susquehanna Transmission 
Company of Maryland. 

Q. To your knowledge the Exhibit No. 46 for Identifi¬ 
cation, or a substantially similar exhibit, has been sub¬ 
mitted by Federal Power Commission witnesses in other 
proceedings before this Commission? A. Yes. My 
predecessor, Mr. Charles W. Knapp, Jr., submitted very 
similar exhibits in the Natural Gas Pipeline Company of 
America case, the Chicago District Electric Generating 
case, the Colorado Interestate case, the Hope Natural Gas 
Company case and in the earlier Safe Harbor Water Power 
Corporation rate case. 

Q. You mean the 1939 Safe Harbor case, is that right? 
A. Yes, the 1939 Safe Harbor case. 

Q. Has the exhibit been brought down to date for each 
proceeding? A. Yes. In so far as possible the exhibit 
contains the latest information at the time of its compila¬ 
tion for use. 
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[1001] Q. Will you, Mr. Joseph, define the terms “return” 
and “rate of return”? A. The “return” received by a 
public utility consists of the amount of revenue remaining 
after deduction of necessary and reasonable operating ex¬ 
penses, rents, taxes, and depreciation and amortization ac¬ 
cruals, but before provision for interest, dividends, or ad¬ 
ditions to corporate surplus. This “return” is ordinarily 
conceived of as the product of a “rate base” times a given 
“rate of return”. Conversely, the “rate of return” may 
be defined as that percentage rate which, when applied to 
the rate base, will yield the total overall return for the 
particular utility. 

Me. Goldberg: That ends the direct testimony of 
this witness, Mr. Joseph. 

At this time I offer in evidence Exhibit No. 46! for 
Identification. 

Trial Examiner: Any objection to the offer of the 
exhibit ? 

Mr. Sparks: No objection, subject to cross-exami¬ 
nation. 

Trial Examiner: Any objection on the part of 
counsel for any of the intervenors? 

(No response.) 

Trial Examiner: Hearing no response, E xlii bit 
No. 46 for Identification is received in evidence. 

(Exhibit 46 for Identification is received in Evi¬ 
dence.) 

# * • 
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[1066] JOHN M. NEWLANDS, 

a witness produced on behalf of the Federal Power Com¬ 
mission, being duly sworn, testified as follows: 

Direct Examination. 

By Mr. Goldberg: 

Q. Will you state your full name for the record, please? 
A. John M. Newlands. 

Q. Are you employed by the Federal Power Commis¬ 
sion? A. I am. 

Q. How long have you been employed by the Federal 
Power Commission? A. Continuously by the Commis¬ 
sion since March, 1939. 

[1067] Q. What is your position with the Federal Power 
Commission? A. I am a Chief Examiner of Accounts. 

Q. In what bureau or division of the Commission are 
you employed? A. In the Division of Accounts of the 
Bureau of Accounts, Finance and Rates. 

Q. Will you describe generally your education and 
experience and your duties with the Commission? A. I 
attended Bates College, Lewiston, Maine, and was gradu¬ 
ated with the degree of Bachelor of Science in 1928. I 
studied accounting and finance at Northeastern University, 
Springfield, Massachusetts. 

I am a certified public accountant in the State of New 
York. I was employed for about 2 years prior to my 
graduation from college by the Diamond Match Company 
as bookkeeper in charge of all factory accounting and cost 
records for the Springfield, Massachusetts plant. 

After graduation I joined the staff of Scovell Well¬ 
ington Company of New York City, certified public ac¬ 
countants with whom I remained about nine years as a 
senior accountant making audits and investigations. 

• • • 

[1068] A. In 1938 I entered the employ of Arthur Andersen 
and Company, Certified Public Accountants, as senior ac- 








John M . Newlands, Direct 


countant. I left in March, 1939, to join the staff of Ithe 
Federal Power Commission. 

My assignments as public accountant included educa¬ 
tional institutions, investment companies, manufacturing 
and commercial firms, building contractors, including stich 
institutions and firms as Cornell University, White, Weld & 
Company, L. C. Smith & Corona Typewriters, Inc., Bigelow 
Sanford Carpet Company, Revere Copper & Brass Com¬ 
pany and Henry Holt and Company. 

Since entering the employ of the Federal Power Com¬ 
mission I have been engaged mainly on accounting investi¬ 
gations in connection with rate cases, but also assisted i](i a 
special investigation of the Associated Gas & Electric Com¬ 
pany in 1939. 

Q. Will you describe the rate cases on which you hsjve 
worked and the work you did? A. In the Hope Natural 
Gas Case, Docket G-100, 101, 113, and 127 I participated 
in the investigation of the plant investment and the prep¬ 
aration of the study of the depreciation reserve require¬ 
ment and annual depreciation expense. 

[1069] I participated in the investigation of the plant in¬ 
vestment of Chicago District Electric Generating Company, 
Docket IT-5500. 

I investigated the plant investment of Natural Ghs 
Pipeline Company of America and Texoma Natural Gas 
Company, Dockets G-109 and G-112 under the supervision 
of Mr. Joseph. 

In the United Gas Pipeline Company case, G-148, I 
investigated the plant investment and the historical growth 
of the United Gas system and prepared a report thereon. 

In the Southern Carbon Company case, Docket G-462, 
I investigated the plant investment and annual and accrued 
depreciation and prepared a report thereon. 

I also collaborated in a report on the revenues, ex¬ 
penses and working capital. 

I was in charge of the investigation of the plant in¬ 
vestment of the Ohio Fuel Gas Company until transferred 
to Baltimore on the present case. 
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Q. What did you do in connection with this proceed¬ 
ing? A. I directed a staff of accountants, making an 
accounting investigation of the Pennsylvania Water & 
Power Company and Susquehanna Transmission Company 
of Maryland, including the plant investment, annual and 
accrued depreciation, revenue, expenses, working capital, 
and miscellaneous matters. 

[1070] Q. Mr. Newlands, in your answer preceding the last 
one, you mentioned that you worked under Mr. Joseph’s 
supervision. Is that the same Mr. Joseph who has testified 
in this proceeding? A. It is. 

Q. What records did you use in carrying out your 
assignment? A. I examined the corporate and account¬ 
ing records and supplementary documents and correspond¬ 
ence of Pennsylvania Water & Power Company and Sus¬ 
quehanna Transmission Company of Maryland, and the 
similar records of its predecessors, McCall Ferry Power 
Company, Susquehanna Contracting Company, J. E. 
Aldred, Receiver, for the McCall Ferry Company, and the 
Bondholders Committee. 

• • • 

[1075] Q. Did your examination of Pennsylvania Water & 
Power include the records of its merged subsidiaries? 
A. Yes. I examined the books of all merged subsidiary 
companies. Holtwood Power Company, Susquehanna 
Transmission Company of Pennsylvania and Pennsylvania 
Transmission Co. 

Q. Did you examine the books of any other subsidiaries 
of Pennsylvania Water & Power Company? A. Yes. I 
examined the books of Holtwood Coal Company, Baltimore 
Electro Alloys Company and Susquehanna Canal and 
Power Company to a limited extent. 

Q. As a result of your examination did you prepare 
a report? A. Yes. 

[1076] Mr. Goldberg : At this time, Mr. Examiner, we ask 
to have marked for identification as Exhibit 51 a re¬ 
port entitled “Docket IT-5915, Pennsylvania Water & 
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Power Company corporate and financial Histdry— 
Early History of the Holtwood Project—Plant Invest¬ 
ment.” 

Trial Examiner: The document will be mairked 
Exhibit No. 51 for Identification. 

(Document marked Exhibit No. 51 for Identifica¬ 
tion.) 

By Mr. Goldberg: 

Q. I show you Exhibit 51 for Identification and ask 
you if this is the report to which you have referred? i A. 
It is. 

Q. Of what does the report consist? A. The report 
is prepared in two parts; Part I consists of a written state¬ 
ment and Part II consists of schedules and appendices. 

Q. What is the nature of the written statement? A. 
The written statement describes the scope of the report, 
the corporate and financial history of the company, the 
early history of the Holtwood Development and the plant 
investment, including a discussion of some of the exam¬ 
iner’s adjusting entries. 

Q. Will you please describe the schedules and ap¬ 
pendices? A. The schedules have all been prepared on 
a [1077] consolidated basis where applicable. Schedule 1 
is a consolidated balance sheet of Pennsylvania Water & 
Power Company and Susquehanna Transmission Company 
of Maryland as at December 1, 1945. 

Schedule 2 summarizes the plant as recorded on the 
books and as adjusted by the examiners. 

Schedule 3 shows a summary of Electric Plant in Serv¬ 
ice as reclassified by the company in its plant reclassihca- 
tion studies, reconciled with the original cost as determined 
by the examiners. The details of construction work in 
progress are shown on Schedule 4, similar details at De¬ 
cember 31, 1944, and 1943 being shown on Schedules 5 and 
6, respectively. 

A summary of Plant Held for Future Use showing the 
purpose for which it is held is shown on Schedule 7. J’he 
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examiners’ adjusting entries are listed on Schedule 8 with 
a recapitulation on Schedule 9. Schedules 10 to 27 contain 
supporting details or explanations of the adjustments. 

The appendices present balance sheets and statements 
of cash receipts and disbursements for the predecessor com¬ 
panies and organization, McCall Perry Power Company, 
Susquehanna Contracting Company, J. E. Aldred, Receiver 
for McCall Ferry Power Company and the Bondholders’ 
Committee. 

Q. What conclusions did you reach as to the original 
cost of Electric Plant in service of Pennsylvania Water & 
Power Company and Susquehanna Transmission Company 
of Maryland [1078] at December 31, 1945? A. I deter¬ 
mined that the original cost of the consolidated Electric 
Plant in Service of the two companies at December 31,1945, 
is $32,920,738. 

Q. As I understand it, in all of the figures you have 
omitted the cents, is that correct? A. Yes. 

Q. What conclusions did you reach as to the amount 
of construction work in progress at December 31, 1945? 
A. I determined that the amount of the consolidated work 
in progress at December 31, 1945, is $237,361. 

Q. What did you conclude was the amount of Electric 
Plant Held for Future Use at December 31, 1945? A. I 
determined the amount of the consolidated Electric Plant 
Held for Future Use to be $77,918 at December 31, 1945. 

Q. How does your determination of the original cost 
of Electric Plant in Service compare with the cost claimed 
by the Company? A. The amount determined by me is 
$3,493,493 less than the original amount claimed by the 
company as at December 31, 1945, as shown on schedule 3 
and $3,468,643 less than the adjusted amount claimed by 
the company in their Exhibit 25. 

Q. Your reference to schedule 3 in your last answer 
was to Exhibit 51, is that right? A. Yes. 

[1079] Q. How does your determination of the amount of 
construction work in progress at December 31, 1945, com- 
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pare with the amount claimed by the company? A. It 
is the same. 

Q. How does your determination of the amount of 
Electric Plant for Future Use compare with the amount 
claimed by the company? A. It is the same. 

Q. Do you recommend that the entire amount pf con¬ 
struction work in progress and electric plant held for future 
use be included in the rate base? 

* • • 

[1080] A. The answer is “no.” 

Q. What portion of the amounts in construction work 
in progress and electric plant held for future use do you 
recommend for inclusion in the rate base? 

• • • 


A. In the determination of the rate base for th^ year 
1945, none of the Electric Plant Held for Future L[se, as 
shown by schedule 7, should be included and none t>f the 
construction work in progress shown on schedule 4, except 
Job Order C-1789 for the purchase of additional rights for 
the Coatesville Transmission Line, in the amount of 
$30,124. The Electric Plant Held for Future Use is ex¬ 
cluded because the company does not have a definite plan 
for its use. 

Construction Work in Progress is excluded because it 
is the company’s policy to compensate itself for its invest¬ 
ment in uncompleted construction by adding interest to 
construction cost until the property is placed in service. 
The Non-Project Property included therein totaling $$2,140, 
consists mainly of property located above Safe fiarbor 
which cannot be used for [1081] the Holtwood Development. 

Job orders totaling $67,848 consisting of rights-<jf-way 
held for possible future use in connection with a proposed 
new Lancaster Transmission Line are excluded because 
the company has no definite plan for their use. Thje line 
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if built will bring in additional revenue to compensate for 
the additional investment. 

The cost of the additional rights for the Coatesville 
Line on job order C-1789 in the amount of $30,124 is in¬ 
cluded in the rate base because the property was actually 
in service during the entire year 1945. 

Q. In this case is original cost synonymous with in¬ 
vestment? A. Yes. 

Q. Why is original cost synonymous with investment 
in this case? A. Because all of the property was con¬ 
structed by the present company and its subsidiaries or 
was placed in operation by it. There were no acquisitions 
of operating units or systems. 

• • • 

[1082] Q. On page 40 of the written statement you make 
a comparison of the amount of interest during construction 
as determined by the examiners with the total interest ac¬ 
tually paid by the company from April 1905 to December 
1910.' 

Would the amount of interest allowed by you exceed 
the interest paid by the company if you excluded from the 
interest paid the amount applicable to the period of sus¬ 
pension of construction? A. It would. The total inter¬ 
est paid by the company for the period from April 1905 to 
December 31, 1910, exclusive of the amount applicable to 
the period of suspension was approximately $839,000 which 
is $262,000 less than the amount allowed by the examiners 
in determining the original cost of the properties. 
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[1129] EDWARD L. DUNN, 

a witness produced on behalf of the Federal Power Com¬ 
mission, being first duly sworn, testified as follows: 

Direct Examination. 

By Me. Goldberg : 

Q. Will you state your full name for the record, please! 
A. Edward L. Dunn. 

Q. Are you employed by the Federal Power Commis¬ 
sion? A. I am. 

Q. How long have you been employed by the Federal 
Power Commission? A. I have been employed con¬ 
tinuously since March, 1937. 

Q. What is your position with the Federal Power Com¬ 
mission? A. Supervising Accountant. 

Q. In what Bureau or Division of the Commission are 
you employed? A. I am in the Division of Accounts, 
which is part of the Bureau of Accounts, Finance and 
Rates. 

Q. Will you describe generally, your education and 
[1130] experience and your duties with the Federal Pbwer 
Commission? A. I attended Missouri University fo^* one 
year and also completed the LaSalle Extension University 
course in accounting. I have also taken advanced corpses 
in accounting and finance at Columbia University in New 
York City. 

For approximately three years I was in the accounting 
department of Laclede Christy Clay Products Company, 
St. Louis, Missouri, performing bookkeeping and cost ac¬ 
counting duties. 

In 1934 and 1935 I was in the employ of the Federal 
Power Commission making accounting examinations and 
reports on electric power companies involving, among either 
things, determination of original cost. 

Then I left the Commission to enter the employ of 
National Lead Company, 111 Broadway, New York City. 
I was in the Comptroller’s office as an accountant and my 
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duties included tax studies, depreciation studies, internal 
audits, costs of manufacturing and refining, and general 
accounting duties. I returned to the Commission in 1937. 

My duties with the Federal Power Commission since 
1937 have consisted of the preparation and supervision of 
accounting investigations and accounting reports. These 
investigations and reports include gas and electric rate 
cases and numerous other cases and special assignments, 
such as assistance to State regulatory authorities, particu¬ 
larly with respect to rate case matters. 

[1131] Q. In your employ at the Federal Power Commis¬ 
sion, have you participated in any rate cases? A. Yes. 

Q. Will you name the cases and describe your partici¬ 
pation? A. One of the early rate cases was Safe Har¬ 
bor Water Power Corporation Docket IT-5494. I did the 
field work on that case relating to depreciation accounting, 
and assisted Mr. C. W. Smith in preparing the report. I 
had charge of the field investigations and of the reports 
on plant and depreciation in the Canadian River, Colorado 
Interstate and Colorado Wyoming cases. Docket numbers 
G-118, 121 and 124. 

I was examiner in charge of the Hope Natural Gas 
Company Docket G-100, 101, 113 and 127 and the Pan¬ 
handle Eastern Pipe Line Company case, Docket numbers 
G-200 and 207, in all of which cases the Commission’s 
orders were sustained by the Supreme Court of the United 
States. 

It was my responsibility to determine the earnings, 
financial condition, the cost of plant, depreciation and de¬ 
pletion, allowances for working capital, revenues, expenses 
and taxes in those cases. 

I supervised the accounting and reports for the Mis¬ 
sissippi River Fuel Corporation, United Carbon Company 
and Southern Carbon Company rate case Docket numbers 
G-462 which included the cost of plant, annual and accrued 
depreciation [1132] and depletion, working capital, reve¬ 
nues, expenses, income accounts and so forth. 
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I also devoted a substantial part of ray time, during 
the year 1943, to supervising and testifying in the Utah 
Power & Light Company rate case, decided by the tltah 
Commission about October, 1943. I testified in that case 
on annual and accrued depreciation, revenues, expehses, 
working capital and other subjects. 

I was on loan to the Utah Commission. The Utah 
Commission’s decision was affirmed by the Supreme Court 
of the State of Utah recently. Similarly, I have been on 
loan to the city of Cleveland, Ohio, and Louisville, Ken¬ 
tucky, in connection with electric rate cases. 

Q. In connection with the Commission’s investigation 
of the rates of Safe Harbor Water Power Corporation in 
Docket IT-5914 were you in charge of certain phases of 
that investigation? A. Yes, I was in supervisory charge 
of the accounting work. 

Q. Did you make any studies in connection with the 
Safe Harbor case? A. Yes. 

Q. What studies did you make? A. Determination 
of annual and accrued depreciation, revenues, expenses, host 
of plant, working capital, taxes, [1133] balance sheet and 
surplus analyses, among other. 

Q. Did you testify in that case? A. Yes. 

Q. On what subjects? A. The subjects covered by 
the studies I described. 

Q. Did you testify in any of the other rate cases you 
have mentioned? A. Yes. 

Q. Please name them and tell us what subject ^our 
testimony covered. A. I testified in the Hope Natural 
Gas Company case on rate base, annual and accrued de¬ 
preciation, revenues and expenses, taxes and other sub¬ 
jects. I testified in the Panhandle Eastern Pipe Line rate 
case on operating costs, earnings, depreciation and p]ant 
costs. In the Mississippi River Fuel case I testified on 
taxes, operations, and trended labor costs. 

Q. In connection with the Commission’s investigation 
of the rates of Pennsylvania Water & Power Company knd 
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Susquehanna Transmission Company of Maryland are you 
in charge of the accounting investigation? A. Yes. 

Q. Have you had the assistance of other accountants 
in your work on this case? A. Yes, a staff supervised 
by John M. Newlands. 

[1134] Q. Did they perform their work under your gen¬ 
eral direction and supervision? A. Yes. 

Q. And are the exhibits which you are about to offer 
based on the investigation made by you and under your 
direction? A. Yes. 

• • • 

[1142] Q. Did you make a study of annual and accrued 
depreciation of Pennsylvania Water & Power Company 
and Susquehanna Transmission Company? A. Yes, on 
a consolidated basis. 

Q. Did you prepare an exhibit containing the results 
of your study? A. Yes. 

• • • 

[1143] Q. Mr. Dunn, I hand you Exhibit 61 for Identifica¬ 
tion and ask you if that is the exhibit to which you have 
referred? A. It is. 

Q. Generally will you please tell us what this exhibit 
shows? A. It shows the company’s depreciation plan 
and practices and the depreciation expense and deprecia¬ 
tion reserves accumulated pursuant to the plan. It shows 
the adjustments to the depreciation reserve proposed by 
the Commission’s Staff. It also shows the details of de¬ 
preciation expense computed on the basis of service lives 
recommended by the Commission’s staff engineers and the 
cost of plant subject to depreciation. It shows the re¬ 
serve requirement based upon those service lives, the initial 
plant investment, additions and retirements from the initial 
date of operation. 

Q. Have you included in the exhibit a statement which 
explains and supplements the schedule? A. Yes. 

Q. What depreciation method does the company fol¬ 
low? A. The straight line depreciation method, based 
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upon service lives and depreciation rates determined by 
Mr. Walls and applied to the cost of depreciable property. 

Q. Did Holtwood use the amounts recorded in the gen¬ 
eral ledger plant account in its depreciation computations? 
[1144] A. No. The cost of depreciable property was ob¬ 
tained from a statement of McCall Ferry Power Company 
as of January 31, 1909, showing the actual cost in various 
property accounts and to this was added actual expendi¬ 
tures for the year 1910 and for each successive year there¬ 
after. 

Q. How do the present service lives compare with ^he 
service lives estimated by the Commission’s staff? A. 
The present overall composite rate used by the company 
is 2.08 per cent or a composite life of 48 years as compared 
with the staff’s rate of 1.74 per cent or 58 years. How¬ 
ever, comparison of service lives as determined by Mr. 
Walls should be made on the basis of the plant at 1930 be¬ 
cause the company has used an overall rate of 2% per cent 
on property installed since 1930. 

Q. What does the comparison show when the 2^ per 
cent rate on additions since 1930 is excluded? A. The 
company’s composite rate is 1.89 per cent or 53 years as 
compared with the staff’s rate of 1.74 per cent or 58 yeaJrs. 

Q. Did the company adopt the 2*4 per cent deprecia¬ 
tion rate on additions simultaneously with the effective date 
of the contract with Consolidated of Baltimore which pro¬ 
vided that Consolidated of Baltimore would pay the allow¬ 
ance for depreciation? A. Yes. 

[1145] Q. What is the amount of depreciation expense for 
1945 computed on the basis of the staff’s depreciation rates 
applied to the cost of depreciable plant? A. $465,277, 
which does not include automobile depreciation. 

Q. How much depreciation expense did the company 
charge during the year 1945? A. $574,245, also exclud¬ 
ing automobile depreciation. 

Q. What is the reserve requirement as of December 
31, 1945, based upon the staff’s service lives and cost pf 
plant? A. $8,408,373. 
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Q. How does this compare with the book reserve? 
A. The book reserve, after applying adjustments thereto 
for unrecorded retirements and plant additions is 
$8,763,118 as of December 31, 1945, which is $354,745 more 
than the reserve requirement. 

Q. When was this excess accumulated? A. During 
the past three years, 1943, 1944 and 1945. 

Q. Should the amount of $354,745 be transferred to 
earned surplus? A. Not in my opinion. 

Q. Why not? A. It has been the company’s practice 
to charge certain maintenance to the reserve because it 
claims the annual depreciation charge provides for such 
maintenance. [1146] There is a considerable amount of 
accumulated wear on the surface of the dam which the 
company claims can be repaired at a cost of from $500,000 
to $750,000. In view of the fact that the company has 
actually collected about $350,000 from its customers for 
this purpose, the reserve should be retained. 

Otherwise, the repairs to the dam would be charged to 
maintenance, thereby duplicating the costs in the operating 
accounts and in the power bills. 

Q. Should any other item of maintenance be charged 
to the book reserve in the future? A. No. The reserve 
is necessary to provide for the retirement of property not 
maintenance of property. To the extent that a portion of 
the reserve can be determined to have been accumulated 
for such large items of maintenance as the resurfacing of 
the dam or, for example, maintenance which was postponed 
during the war, which would be maintenance deferred, it is 
reasonable to charge the cost to the reserve established for 
such purposes. 

Q. Did the company clearly distinguish between de¬ 
ferred maintenance and current maintenance in its charges 
to the reserve? A. No. Schedule 8 shows a description 
of the maintenance items charged to the reserve in the 
amount of $363,769.05. Many of the items fail to meet even 
the company’s definition of deferred maintenance. 
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[1147] Q. What is the company’s definition of deferred 
maintenance? A. As stated on page 16 of Exhibit 61 it 
covers in general repair and resurfacing of concrete struc¬ 
tures including dam, welding turbines, resurfacing turbine 
distributors, rewinding generators and rewinding trans¬ 
formers. The rewinding of generators and transformers 
are replacements; therefore, deferred maintenance, as used 
by the company, includes deferred replacements. In certain 
instances the company has charged additions to plant to 
the reserve. By deferred maintenance is usually meant 
the amount that would have to be expended to bring the 
plant to the highest standard of condition. It would cover 
all ordinary repairs. 

Q. Does the depreciation cost include deferred mainte¬ 
nance, either in the annual expense or accumulated de¬ 
preciation? A. No, but it does cover the cost of items 
which are retired and replaced as well as items which! are 
retired and not replaced. 

Q. What would be the result of charging maintenance 
to the depreciation reserve? A. The result would be to 
capitalize operating expenses. 

Q. Have you made a study of working capital of Penn¬ 
sylvania Water & Power Company? A. Yes, on a con¬ 
solidated basis. 

[1148] Q. And by that I assume you mean to include the 
Susquehanna Transmission Company of Maryland? A. 
Yes. 

Q. Have you prepared an exhibit containing the re¬ 
sults of your studies? A. I have. 
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[1166] GEORGE H. DAVIS, 

a witness produced on behalf of the Federal Power Com¬ 
mission, being first duly sworn, testified as follows: 

Direct Examination. 

By Mb. Goldberg : 

Q. Please state your full name. A. George H. 
Davis. 

Q. What is your occupation? A. Electrical Engi¬ 
neer. 

Q. Are you employed by Federal Power Commission? 
A. Yes. 

Q. What is your present position? [1167] A. I am 
employed as an engineer engaged in the investigation of 
rates, in the Division of Rates and Certificates. 

Q. How long have you been employed by Federal 
Power Commission? A. Since April 1943. 

Q. What has been your professional education? A. 
I was graduated from the University of Maine in 1901 
with a degree of Bachelor of Science in electrical engineer¬ 
ing and spent the following year as a part-time instructor 
in the Electrical Engineering Department, and taking 
graduate courses in engineering. 

Q. WTiat has been your experience before coming to 
Federal Power Commission? A. After 2% years testing 
electrical machinery at the Schenectady Works of General 
Electric Company, a year under civil service appointment 
with the War Department as electrical engineer at Van¬ 
couver Barracks, Washington, and two years with Portland 
General Electric Company, on construction and operation 
in Portland and Salem, Oregon, I was employed from 1908 
to 1928 by the Idaho Power Company and its predecessors, 
with headquarters at Boise, Idaho. 

Q. What was the nature of your work during that pe¬ 
riod? A. I was engaged in practically every phase of 
electric utility operation, holding successively such posi¬ 
tions [1168] as meter tester, superintendent of distribu- 
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tion, division manager, general superintendent of operation 
and valuation engineer. 

This last position was connected with a special assign¬ 
ment on the inventory and appraisal of the companyen¬ 
tire system. Following this, I was given another special 
assignment to participate as Rate Engineer in a general 
rate case before the Public Utilities Commission of Idaho. 

Q. What was the nature of your work as rate engi¬ 
neer? A. That work involved the preparation of cost 
studies, the design of rates, the preparation and presenta¬ 
tion of exhibits and testimony before the State Commission 
and later before the Federal District Court. 

Q. After leaving the Idaho Power Company, where 
were you employed? A. I was employed for four ylears 
by Electric Bond and Share Company, in New York, wlhere 
my work consisted of cost and rate studies connected with 
the various subsidiary operating companies, consulting Iwith 
members of the operating staffs and assisting them in prob¬ 
lems of rate design, [1169] cost analyses, studies of operat¬ 
ing results and allied problems. 

Q. Where were you next employed? A. In 1932 I 
was employed by the receivers for the Middle West Utili¬ 
ties Company and later by the reorganized company in 
Chicago where I was engaged with problems very similar to 
those in my previous work, having to do with utility! op¬ 
erating companies in various parts of the country uhder 
widely varying conditions. 

Q. What has been the nature of your work with Federal 
Power Commission? A. I was appointed to the staff in 
April 1943 as a rate investigator and was engaged in the 
analysis of large power contracts, in connection with [war 
production. This was for the purpose of determining the 
reasonableness of the rate and involved cost studies and 
rate surveys. 

Q. Who is your immediate supervisor? A. Stanley 
W. Roland, Head of Electric Rate Investigations Section. 



402 


George H. Davis, Direct 


Q. Is vour work assigned by Mr. Roland? A. Yes. 

Q. What was your assignment in connection with this 
proceeding? A. First, to make a complete study of the 
contracts under which Holtwood sells the output of its 
plants and [1170] purchases and interchanges energy with 
other companies. The digest of these contracts which I 
have prepared is included in the operating report which 
has been placed in evidence here as Exhibit 47. 

Next, to make an analysis of the total capital cost and 
operating expense of Holtwood and Susquehanna for the 
year 1944, with an allocation of those costs to the customers 
being supplied and a comparison of such allocated costs 
with the charges collected for service for that year. 

Q. "When you say Holtwood and Susquehanna, what do 
you mean? A. In my testimony, I refer to Pennsylvania 
Water & Power Company as “Holtwood’’ and to The Sus¬ 
quehanna Transmission Company of Maryland as “Susque¬ 
hanna. ’ ’ 

Q. Have you prepared an analysis and allocation of 
the total costs of Holtwood and Susquehanna? A. Yes. 

Q. What are the sources of the information used in 
your study? A. The basic figures used in my cost anal¬ 
ysis, consisting of the rate base, operating expenses, taxes 
and depreciation for the year 1944 I secured from the ac¬ 
counting examiners of the Commission’s staff which figures 
have been presented in evidence here. The sales and engi¬ 
neering and operating data used are those contained in 
the annual reports FPC [1171] Form 1, and the Power Sys¬ 
tem Statements FPC Form 12, which have been submitted 
to the Commission by Holtwood and other companies in the 
interconnected system serving Federal Power Commission 
Power Supply area 6. 

I have received additional information furnished by 
Holtwood at the request of the Commission’s staff, includ¬ 
ing complete billing data by months for Holtwood’s cus¬ 
tomers, monthly generation of energy at Holtwood and 
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Safe Harbor, and monthly transfer of energy over the vari¬ 
ous transmission lines. 

I have visited the Holtwood plants and talked with the 
operators, particularly concerning the meters and records 
of measurement on the various outgoing circuits. I hjave 
also visited the system load dispatchers 7 office in Baltimore 
and examined the metering arrangement. 

I have consulted with Mr. Spaulding and Mr. Von Eiff, 
Interconnection Engineer, and their associates of Holtwood, 
concerning methods of operation, the interpretation of con¬ 
tracts and costs of production and transmission. In com¬ 
pany with Mr. Roland, I consulted with Mr. R. T. Greer, 
of Baltimore Company, who is in charge of the operations 
of the interconnected system, concerning the capacity value 
of the hydro plants to the Baltimore system. 

I have examined cost studies made jointly by Holtwiood 
and Baltimore Company. From my study of the contracts, 
under which Holtwood disposes of its entire output pnd 
purchases [1172] % of the output of Safe Harbor, I l^ave 
obtained information concerning the relations of Holtwjood 
with its customers in Pennsylvania, with Baltimore Cbm- 
pany and with Safe Harbor. Information as to method^ of 
operation, the use of special facilities, metering and de¬ 
livery points for firm power and interchange, has also been 
obtained from these contracts. 

Q. What do you mean by Federal Power Commission 
Power Supply Area No. 6? A. Area 6 includes the H[olt- 
wood, Safe Harbor, Baltimore, and Washington systems, 
but not the systems of Holtwood’s customers in Pennsyl¬ 


vania. 


Q. When you speak of Holtwood’s customers, to whom 
do you refer? A. There are five customers who receive 
all of Holtwood’s available firm power. These customers 


are— 


Pennsylvania Power & Light Company, Philadelphia 
Electric Company, Edison Light & Power Company, P^nn- 
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sylvania Railroad Company in Pennsylvania, and Balti¬ 
more Company. 

Sales to the Pennsylvania Power & Light Company rep¬ 
resent the requirements of its Lancaster District. Sales to 
the Philadelphia Electric Company represent the require¬ 
ments of Coatesville and adjacent territory. Sales to the 
Edison Light and Power Company represent 40 per cent of 
the requirements of the City of York. Sales to the Penn¬ 
sylvania Railroad Company represent the requirements in 
Holtwood’s [1173] service area in Pennsylvania, and sales 
to Baltimore Company represent the balance of the depend¬ 
able capacity available from the Holtwood system, and the 
balance of the energy that would be available from that 
system in a year of average river flow. 

Q. Has there been any change in the agreements with 
these customers since 1944? A. Yes, the contract with 
Edison Light & Power Company for the supply by Holtwood 
of a part of the requirements of York, Pennsylvania, and 
the contract with Metropolitan Edison Company for inter¬ 
change, was canceled as of Dec. 31, 1945. 

A new contract was executed between Holtwood and 
Metropolitan Edison Company for the supply of firm power 
by Holtwood and economy interchange between the two 
systems. Under the new contract, Holtwood has no direct 
relation with Edison Light and Power Company. My study 
is based on the conditions of 1944, and includes the service 
supplied to Edison Light & Power Company as reported 
for that year. 

Q. Please outline briefly the method used in your anal¬ 
ysis ? A. The study consists of six principal steps. One, 
analysis of plant in service, and the assignment of facili¬ 
ties used primarily for service to one customer directly to 
that customer, and the assignment to a pool for later alloca¬ 
tion of those facilities that are jointly used for [1174] 
the service of all customers. 

Two, analysis of depreciation reserve, working capital, 
materials and supplies, in order to develop the rate base in 
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accordance with the assignments of plant in servic^ to 
individual customers and the pool. 

Three, analysis of operating expenses on the same bjasis 
as plant and rate base. 

Four, assembly of total costs, including operating ex¬ 
pense, taxes, depreciation and return in accordance with the 
assignments to individual customers and the pool. 

Five, allocation of pool costs to capacity and energy 
components and development of unit capacity and energy 
costs. 

Six, application of unit costs to customers measured 
loads, assembly of special facility and pool costs for ^ach 
customer and a comparison of total cost of each customer’s 
service with charges collected for that service in 1944. 

These six steps of the study are set up in an exhibit 
consisting of tables showing the results of each step, with 
supporting schedules showing details of the important 
items. 

Mr. Goldberg : May we have marked for Identifica¬ 
tion, Mr. Examiner, a document entitled, “ Pennsyl¬ 
vania Water & Power Company, Cost Allocation M as 
Exhibit 64. 

Trial Examiner : It will be marked 64 for Identifi¬ 
cation. 

(A document is marked Exhibit 64 for Identifica¬ 
tion.) 

[1175] By Mr. Goldberg: 

Q. I show you Exhibit 64 for Identification. Is tjhat 
the exhibit to which you have just referred? A. It is. 

Q. Coming back to the first step, the analysis of plant 
in service; please identify and explain your assignment of 
the principal items of plant? A. This analysis of plant 
is shown in Table I of Exhibit 64. The entire production 
plant consists of equipment jointly used for service to all 
customers and is assigned to the pool, as shown in lin^ 3, 
column 6 of Table I. Some items of transmission plhnt 
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are devoted almost exclusively to the service of one cus¬ 
tomer and are assigned directly to that customer. In this 
group are the Highlandtown Substation, the Holtwood- 
Highlandtown Line and the Baltimore Gunpowder Line, 
which are for all practical purposes, used exclusively for 
service to Baltimore and are assigned directly to Baltimore 
Company. These items are shown on lines 4, 5 and 6, col¬ 
umn 5 of Table I. 

The line from Holtwood Substation to Coatesville, 
Pennsylvania and the switching facilities at Newlinville 
Substation in Coatesville are assigned directly to Philadel¬ 
phia Electric Company as indicated in column 2, Table I. 

Four small items consisting mostly of switching sta¬ 
tions connections to the Holtwood-Lancaster Line and 
metering [1176] equipment are assigned directly to Penn¬ 
sylvania Power & Light Company, as shown by items in 
column 1, of Table I. The 220 kv lines from Safe Harbor 
to Baltimore serve more than one purpose. 

During the four or five months of high river flow they 
are used principally for the benefit of Baltimore Company, 
to transmit Safe Harbor power to Baltimore; during the 
two or three months of extreme low flow they serve prin¬ 
cipally to transmit energy from Baltimore to Safe Harbor, 
to make up the deficiency in Holtwood’s supply to its Penn¬ 
sylvania resale customers and to the Pennsylvania Rail¬ 
road Company. 

During the balance of the year, they are used to trans¬ 
mit energy alternately in each direction; from Safe Harbor 
to Baltimore during the day to help carry Baltimore Com¬ 
pany’s peaks; and from Baltimore to Safe Harbor during 
the night to carry the Pennsylvania loads while the hydro 
plants store water. 

The cost of these lines should therefore, be assigned 
partly to the pool to represent their joint use for service 
to all customers, and the balance directly to Baltimore 
Company to represent that part of their use for Balti¬ 
more Company’s service alone. The exact proportion is 
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not mathematically determinable but the joint use for cus¬ 
tomers other than Baltimore is obviously the smaller part. 
This joint use consists of supplying the deficiency in Holt- 
wood’s [1177] available energy during extreme low w4ter 
seasons and in supplying energy to the Pennsylvania Cus¬ 
tomers during off-peak periods of other seasons to perinit 
the storing of water at the hydro plant. 

Considering these conditions, I have assigned 2/3 of 
the investment in these lines directly to Baltimore service 
and 1/3 to the pool, as indicated on lines 7, 8, 9, lOi of 
Table I. 

I believe this to be in reasonably close accord with the 
proportion of use. 

The Conestoga substation at Safe Harbor and the }ine 
from this substation to Perryville, Maryland, are used for 
service to the Pennsylvania Railroad Company in both 
Pennsylvania and Maryland. 

In 1944, 39 per cent of the energy supplied from ^afe 
Harbor through this substation and line was delivered} to 
the Railroad Company in Maryland, for the account of Bal¬ 
timore Company. 39 per cent of the investment in these 
facilities is, therefore, assigned to Baltimore Company, and 
the balance to the Pennsylvania Railroad Company, as 
shown on lines 11, 12, and 13 of Table I. 

The line from Holtwood to the Violet Hill substation 
at York, Pennsylvania, is also used for more than one pur¬ 
pose. It supplies a portion of the firm requirements of 
Edison Light & Power Company at York, and also seijves 
as a tie between [1178] Holtwood and Metropolitan Edison 
Company, for the interchange of energy which latter is a 
joint use for service to all of Holtwood’s customers. The 
cost of this line is assigned 29% to Edison Light & Po>vnr 
Company, and the balance to the pool on the basis of jthe 
energy transmitted, for the two purposes. The substation 
at York is assigned directly to Edison Light and Pojver 
Company on the basis of its use for that customer alone^ 
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The balance of transmission plant consisting of the 
Holtwood Substation, the Holtwood-Safe Harbor line and 
miscellaneous items of jointly used facilities are assigned 
to the pool as shown on line 22 of Table I. 

After these direct assignments, there remain some 
items of intangible and general property shown on lines 24 
and 25 which I have assigned to the pool. 

The totals of the six groups as thus assigned give the 
total classified plant in service as shown in line 26 of 
Table L 

Q. What is the second step? A. Having the total 
plant in service classified as set up in Table I the next step 
is to develop the rate base in accordance with the same 
classification, by deducting depreciation reserve and add¬ 
ing an allowance for working capital to each group of 
plant investment. This classification is set up in Table II. 

Q. How is the depreciation reserve classified? 
[11791 A. The amount of depreciation reserve applicable 
to each group in the classified plant is computed on the 
basis of years in service and the rate indicated by the esti¬ 
mated service life. These amounts, I secured from the 
Staff’s accounting examiner and they are shown in line 3 
Table II and on line 3, are shown the amounts of net in¬ 
vestment for each group of property obtained by deduct¬ 
ing depreciation reserve from the amounts of plant in 
service. 

Q. When you stated you had secured the amount in 
line 3 from the Staff’s accounting examiners, I think you 
meant to say line 2 rather than line 3, is that right? A. 
That is right. I beg your pardon. The depreciation re¬ 
serve which was deducted are the amounts which I secured 
from the accounting examiners. 

Q. And they appear in line 2 of Table II? A. Yes, 
sir. 

Q. How is working capital determined? A. Cash 
working capital is estimated at 12.5 per cent of operating 
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expenses, exclusive of purchased power. The total amount 
thus derived is allocated to the classified plant groups in 
proportion to the operating expense of each group, exclu¬ 
sive of purchased power. The ratios of operating expanse 
of each group to the total operating expense are showi} on 
line 26 of Table III. 

Q. Do you mean line 26? [1180] A. That lin^ is 

changed to 19. 

Q. In other words, when you said line 26, you meant 
line 19? A. Line 19, yes. 

Q. Now go on. A. Materials and supplies, after 
eliminating fuel and other items belonging to the pool, are 
allocated to the classified plant in proportion to the invest¬ 
ment in each group. The amounts of working capital ajllo- 
cated to the property groups are shown on lines 4 and of 
Table II and on line 7, is shown the classified rate base 
obtained by adding working capital to the net investment. 

Q. In your third step the analysis of operating ex¬ 
penses, please explain the principal items? A. Operat¬ 
ing expenses are classified into the same groups as the it^ms 
of plant; that is, the expense assigned to each group is tfiat 
involved in the operation and maintenance of the facilities 
and equipment already assigned to that group. The opera¬ 
tion and maintenance expenses of the individual lines £^nd 
substations are assigned directly to the customers, in ac¬ 
cordance with the previous assignment of investment. This 
classification is shown on Table III. 

Q. How do you determine the operation and main¬ 
tenance expense of a particular line or substation? A. 
The operation and maintenance expense of each line [1181] 
is shown in Holtwood’s report to the Commission, FPC 
Form 1. The operation and maintenance expenses of indi¬ 
vidual substations were made available at the request, of 
the Commission’s staff. The actual operating expense of 
the switching stations at Newlinsville Substation, in Lan¬ 
caster, Donegal Substation, Donegal Tap near Safe Harbbr, 
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Engelside Substation, Manheim and South Akron are not 
kept separately in Holtwood’s accounts, and in this study 
have been estimated at 2 per cent of the investment. 

Q. In Table III of Exhibit 64 why do you show produc¬ 
tion cost exclusive of purchased power! A. Group totals 
are obtained without this item for the purpose of obtaining 
ratios for allocating cash working capital and some items 
of taxes which are not affected by purchased power. 

Q. You show $1,789,874 in Table III as the total op¬ 
erating expense, exclusive of purchased power. Is that the 
total operating expense of Holtwood and Susquehanna? 
A. Yes, but that is not the way the company reports it. 
The total operating expense as reported by Holtwood for 
1944 is $2,579,099. The actual expense for which detailed 
items are reported is $3,207,966. This is reduced in the 
company’s report by a credit of $628,867, representing reve¬ 
nue received from the net interchange of energy with cus¬ 
tomers in Pennsylvania. 

[1182] The reported expense also includes the total cost of 
Susquehanna, which contains an amount of $128,776 for 
taxes and $65,060 for depreciation. These amounts are 
combined with the respective amounts of taxes and depre¬ 
ciation expense of Holtwood, and are deducted from the 
total actual operating expense. An item of $9,703 desig¬ 
nated “miscellaneous credits” in the computation of Holt- 
wood’s bill to Baltimore Company is also deducted, which 
leaves $1,789,874 as shown on Table III. The reconcilia¬ 
tion of this amount with the total expense, as reported by 
Holtwood, is set up in Table III-A. 

Q. Coming now to the fourth step, the assembling of 
total costs, please explain the important items? A. Total 
costs are assembled under the same classification as that 
used for plant, and this classification is shown in Table IV. 
There are five main items. 

(a) The operating expenses as classified in Table III, 
and shown on line 1 of Table TV. 
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(b) Purchased power, shown on line 2, is 1/3 of the 
Safe Harbor bill as adjusted by the Commission is ac¬ 
countants, and is assigned entirely to the pool. 

Q. Is that line 2 of Table IV? A. Yes. 

Q. Proceed. A. (c) Taxes are classified into four 
groups: 

(1) Property and capital stock taxes. 

[1183] (2) Old age and unemployment insurance. 

(3) Gross receipts and PUC assessment. 

(4) Federal and State Income Taxes. 

Groups 1 and 4 are allocated to customers and t^> the 
pool in proportion to investment. 

Group 2 is allocated to customers and to the pool in 
proportion to operating expenses. 

Group 3 is allocated entirely to customers in propor¬ 
tion to gross revenue collected from each. 

The total of the groups thus allocated constitute the 
next item, which is line 3 of Table IV. 

(d) Depreciation expense is computed for each itqm of 
equipment in the classified plant at the respective ratels in¬ 
dicated by the estimated service life of each, and fcese 
amounts are totaled for each customer and the pool, and 
shown on line 4 of Table IV. 

(e) The last item is return on the rate base at 5 per 
cent, which is computed for each customer and the pool 

from the classified rate base in Table II. 

• • • 

[1184] Q. Mr. Davis, after you have assembled the {otal 
costs of service, what is the next step? A. The jotal 
costs of special facilities having been allocated respectively 
to the customers for whose service they are used, the next 
step is to allocate to the several customers on the basis of 
use, the cost of jointly used facilities in the pool. Tcj> do 
this, I have first classified all pool costs into production [and 
transmission costs, dividing production into hydro land 
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steam and again dividing steam production expense into 
fixed and variable items. 

This allocation is shown in Table V. In this classifica¬ 
tion of the pool costs, I have started with Plant in Service 
and followed the same procedure as with the special facili¬ 
ties, allocating depreciation reserve and working capital 
and setting up the rate base for each property group, as 
shown in lines 1 to 12, of Table V. I then assembled total 
costs for these groups in the same way as for the special 
facilities assigned directly to customers. This classification 
is shown on lines 13 to 20 of Table V. 

Q. What are the items assembled in the total classi¬ 
fied pool costs? A. They are the same items that were 
assigned to the pool in Table IV; namely, operating ex¬ 
pense, taxes, depreciation and return. 

[1185] Operating expenses are assigned directly to the fa¬ 
cilities in each group as shown on line 13 of Table V and 
in the case of steam production the cost is divided into fixed 
and variable costs. Taxes, as shown on lines 15 and 16 
are allocated to the four groups of pool facilities in the 
same way they were allocated to individual customers. 
Items of Property, Capital Stock, and Income Taxes, are 
functions of investment; Retirement and Unemployment 
Insurance are functions of operating expense, and these 
items are allocated respectively in proportion to plant in¬ 
vestment and operating expense of the four groups. 

Depreciation expense is computed for each group of 
facilities in accordance with the rate indicated by the esti¬ 
mated service life. Return is computed at 5 per cent of 
the rate base for each group. Purchased power, represent¬ 
ing the cost of Holtwood’s one-third share of Safe Harbor 
power, as such cost has been adjusted by the accounting 
examiners, is shown on line 19 and is added to Holtwood’s 
hydro production cost. The totals of these four groups 
are the total pool costs. Hydro production and transmis¬ 
sion costs are considered fixed costs and steam production 
is divided into fixed and variable costs. 



George H. Davis, Direct 


413 


Q. Do you show fixed and variable costs of steanji pro¬ 
duction in Table III? A. They are not identified a^ such, 
but the cost [1186] of fuel, water and maintenance of boil¬ 
ers, boiler plant equipment, and coal handling equipment 
are selected as the significant items, varying with tljie en¬ 
ergy output of a steam plant and are classified in Thble V 
as variable costs. All other steam production costjs are 
classed as fixed costs. Detail of this classification is ^hown 
in Table V-c. 

Q. Is this the generally accepted method of classifying 
steam production costs ? A. I don’t know that you Would 
call any method 4 ‘ generally accepted . 7 7 The expenses which 
I have classed as variable are the ones which primarily are 
a function of plant output although they may be affected to 
some extent by the installed capacity of the plant. Other 
items of expense which primarily are a function of the ca¬ 
pacity of the plant are in turn affected to a slight extent by 
plant output. Some methods of allocation, therefore, go 
into minute detail, dividing nearly every item of plaht ex¬ 
pense between fixed and variable components on ratios 
which are partly empirical and partly based on judgment. 
Unless a plant is operated under laboratory test conditions, 
much of the data necessary for such an allocation ane not 
directly available and judgment becomes the major factor 
in the allocation. The classification which I have uspd in 
this study is a close approximation and I believe it! does 
not omit any detail [1187] which would materially change 
the final result. 

Q. Why should purchased power be classed with the 
hydro plant costs? A. The Safe Harbor bill is made up 
of the same type of items as are included in the hydro costs 
already assembled, being one-third of the total cost of the 
Safe Harbor plant. This cost should be treated iif the 
same way as the Holtwood hydro group in further alloca¬ 
tion. 

Q. What further allocation have you made of these 
four groups of pool costs? A. These costs are next 
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reclassified into capacity and energy components from 
which unit costs per kilowatt of capacity and per kilowatt- 
hour of energy may be derived. This reclassification is 
shown on lines 21 to 25 of Table V. 

Q. What is the basis of this allocation? A. First, 
all variable costs are placed in the energy component and 
the steam production fixed cost group in the capacity com¬ 
ponent. 

Q. Is there a particular reason for this? A. As al¬ 
ready described, these costs were classified as fixed and 
variable on the basis of the predominance of plant capacity 
or of energy output in the factors which determine the 
amount. I am now attempting to classify all costs on the 
basis of the function to which the various costs primarily 
are devoted; that is, whether that of [1188] providing ca¬ 
pacity or of supplying energy, which is the same basis on 
which fixed and variable costs of steam production were 
classified. 

Q. Are costs which may be called variable the only 
ones which you allocate to the energy component? A. No, 
there are other considerations indicating the function for 
which fixed costs are incurred. 

Q. What are such considerations? A. We have a 
good example right here in the case of the Holtwood and 
Safe Harbor hydro plants. At both of these plants, gen¬ 
erating capacity has been installed considerably in excess 
of the dependable capacity available. 

Q. How do you determine how much dependable ca¬ 
pacity is available? A. Studies are made by the com¬ 
pany at the end of each year to determine how much ca¬ 
pacity these hydro plants at Holtwood and Safe Harbor 
can be expected to provide on the estimated load curve 
of Federal Power Commission Power Supply Area No. 6 
for the following year or in other words, how much the 
hydro plants will be able to reduce the steam capacity 
that would otherwise be required to carry next year ’s load. 
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Q. What is the basis of these estimates of dependable 
capacity? A. These estimates are made on the b^sis 
of ‘‘Most Adverse Flow Conditions” and on “Average or 
Median Flow [1189] Conditions,” and are included in the 
Power System Statements, FPC Form 12, filed each year 
with the Commission. I 

In this allocation, I have used the dependable capacity 
estimated by the Company for the month of December jun- 
der adverse flow conditions. The computation of depend¬ 
able capacity is based on a regular weekly cycle of draw¬ 
down and refill of the Safe Harbor pond which requires 
that the water be up to maximum level every Monday morn¬ 
ing. The additional capacity which could be made avail¬ 
able in case of emergency by use of this storage in excess 
of the regular weekly cycle, is also computed. 

The dependable capacity reported for December wjith 
weekly refill of Safe Harbor pond is 197,000 kilowatts for 
the combined hydro plants. The excess available by far¬ 
ther use of Safe Harbor storage is computed at 57,000 kilo¬ 
watts. This additional capacity is used only in case of 
emergency and obviously is of a different quality frbm 
capacity under a weekly recovery program. It would be 
quickly exhausted by a continued emergency and with lpw 
river flow would require considerable time for storage Re¬ 
placement. It appears, therefore, that while it does pot 
have the full value of capacity available under normal 
operation of the storage pond, it is available in case of 
need and should be credited with some value in this alloca¬ 
tion. I have taken the total dependable capacity to be 
197,000 kilowatts as reported for weekly [1190] recovery 
operation, plus one-half of the additional 57,000 kilowatts 
of storage capacity or a total of 225,500 kilowatts. 

Q. How do you use this in determining capacity apd 
energy cost components? A. I have taken this 225,500 
kilowatts as the portion of the installed capacity which can 
be considered as available for providing capacity to firm 
power customers. The balance of the installed capacity, 
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or 96,000 kilowatts is the portion which can be considered 
as installed for the primary purpose of producing addi¬ 
tional energy during periods of high river flow. 

The installed capacity, or machine capability of the 
two hydro plants is 334,000 kilowatts. 225,500 kilowatts 
devoted to providing capacity is 67.5 per cent of the total 
and on this basis 67.5 per cent of the total hydro cost is 
allocated to the capacity component and 32.5 per cent the 
energy component. 

Q. In determining the proportion of installed capacity 
which can be considered firm, why do you include the Safe 
Harbor plant? A. Dependable capacity is estimated 
and reported only for the combined hydro plants of Holt- 
wood and Safe Harbor. Holtwood has purchased under 
contract one-third of Safe Harbor capacity and output. 
The dependable capacity of Safe [1191] Harbor alone is 
determined by prorating the aggregate dependable capacity 
of the two plants in the ratio that the installed capacity of 
Safe Harbor bears to the installed capacity of the two 
plants. Holtwood’s share of Safe Harbor dependable ca¬ 
pacity is obtained by taking one-third of the amount pro¬ 
rated to Safe Harbor. 

Q. What other pool costs are included in this reclas¬ 
sification? A. Transmission cost is the only remaining 
item and that is allocated entirely to the capacity com¬ 
ponent. This gives a total capacity component of $2,782,719 
and a total energy component of $1,412,971 as shown on 
line 25 of Table V. From the total capacity cost and the 
total customers load supplied by the plant, a unit cost per 
kilowatt of capacity is derived. From the total energy cost 
and the energy delivered to customers, a unit energy cost 
is derived. From these unit costs and the measured loads 
of Holtwood 7 s customers, the allocated cost of supplying 
each customer is derived. 

Q. How have you determined the capacity from which 
you develop a unit cost per kilowatt? A. This unit cost 
is based on the aggregate noncoincident load delivered to 
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the customers 9 meters; that is, the sum of the annual maxi¬ 
mum demands of all customers regardless of when each oc¬ 
curred. 

Q. Why do you use noncoincident demand? [1192] 
A. Because it is intended to apply the unit cost thus de¬ 
veloped to each customer’s maximum demand for the year, 
and this unit if it is thus applied to the demand of every 
customer will obviously allocate the total amount of ca¬ 
pacity cost, and will allocate it to each customer in propor¬ 
tion to his maximum capacity requirement rather thanj to 
his requirement at the particular time the system p^ak 
occurs. 


Q. Is that, in your opinion, an equitable method of 
allocating capacity costs to the customers served by Hqlt- 
wood Company? A. I believe it is equitable because in 
this way the benefits of all the diversity there is between cus¬ 
tomers 9 demands is distributed equally among the cus¬ 
tomers. 

Q. How is this total noncoincident demand determined? 
A. The maximum demands of the three wholesale customers 
in Pennsylvania are directly measured. The maximum de¬ 
mand of the Pennsylvania Railroad, in Pennsylvania, is 
measured in combination with its demand in Maryland. 
The capacity available for Baltimore Company is not a 
measured quantity, but is the residuum of the total avail¬ 
able dependable capacity after all firm power customers’ 
demands are supplied and must, therefore, be determined 
by a process of elimination. This process is summarised 
in Table V-A. 

Q. Will you please describe this process ? A. I h^ve 
already discussed the dependable capacity [1193] of tte 
hydro plants made up of 197,000 kilowatts available un^er 
a weekly recovery cycle plus % of the 57,000 kilowatts addi¬ 
tional capacity available from the use of Safe Harbor 
pondage, making a total of 225,500 kilowatts which is avail¬ 
able for the system peak in Federal Power Commissifin 
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Power Supply Area 6, and is 67.5 per cent of the total in¬ 
stalled capacity. 

In addition to the hydro capacity, the Holtwood Steam 
Plant has an effective capacity of 26,000 kilowatts, all of 
which is considered dependable due to the ample opportuni¬ 
ties for scheduled maintenance. This makes a total de¬ 
pendable gross generating capacity of 251,500 kilowatts. 

Deducting the reported station use and transmission 
loss at the time of system peak of 23,000 kilowatts, leaves 
a net dependable capacity of 228,500 kilowatts. This is 
showm on line 12 of Table V-A, together with the amounts 
for Holtwood and Safe Harbor hydro plants prorated on 
the ratio of installed capacity. The requirements of the 
three resale customers in Pennsylvania at the time of sys¬ 
tem peak was 84,000 kilowatts and that portion of the Penn¬ 
sylvania Railroad Company requirements delivered in 
Pennsylvania which is considered to be furnished by Holt¬ 
wood, and for which Holtwood collects the charges was 
28,397 kilowatts. 

This is the Pennsylvania portion of the total Pennsyl¬ 
vania Railroad demand based on the proportion of the 
total [1194] energy that is delivered in Pennsylvania. This 
makes a total Pennsylvania customer demand at the time 
of system peak of 112,397 kilowatts which must be supplied 
out of Holtwood’s dependable capacity before any is avail¬ 
able for Baltimore. 

To translate customer’s maximum loads into required 
station capacity, consideration must be given to the neces¬ 
sary reserves to insure dependable service. A reserve ca¬ 
pacity of 10 per cent to 12 per cent is generally considered 
adequate with a tendency toward lower amounts for larger 
systems and power pools. Using 10 per cent as a reason¬ 
able reserve gives a required capacity of 123,637 kilowatts 
to furnish dependable service to the Pennsylvania resale 
customers and to the Railroad load in Pennsylvania. De¬ 
ducting this required capacity of 123,637 kilowatts from 
the total dependable capacity of 228,500 kilowatts leaves 
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104,863 kilowatts of dependable capacity available for Bal¬ 
timore and the Railroad load in Maryland. By prorating 
the net dependable capacity of both Holtwood and Safe Hkr- 
bor hydro plants in proportion to the installed capacity, in 
each, the Safe Harbor portion is determined to be 141,065 
kilowatts. Deducting Baltimore Company’s two-thirds of 
this from the balance available from both plants, leaves 
10,820 kilowatts of dependable capacity available to Balti¬ 
more from Holtwood’s plant, plus its 1/3 share of S^fe 
Harbor. 

Q. How is this 10,820 kilowatts used in allocating 
[1195] capacity costs to the customers served by Holtwood 
Company? A. This 10,820 kilowatts is taken to be the 
maximum capacity furnished during the year 1944 to Bal¬ 
timore Company by Holtwood. 

Q. Did the load delivered to Baltimore never exceed 
this amount? A. It was much greater during the months 
of high river flow, but that was not firm power and co^ld 
not be depended on to serve firm power loads. 

The larger load during periods of high river flow con¬ 
stitutes the use of the excess installed capacity to produce 
the greatest practicable amount of energy from the avail¬ 
able water. This 10,820 kilowatts was all the dependable 
capacity that Holtwood had left to deliver to Baltimore at 
the time when Baltimore Company’s need for capacity w^s 
greatest and when, if Holtwood’s capacity had been avail¬ 
able, it would have drawn its maximum demand. For t^ie 
purpose of allocating capacity cost to the service furnished 
by Holtwood to Baltimore Company, this 10,820 kilowatts is 
comparable to the maximum annual demands of the Penn¬ 
sylvania customers, and is included with such demands to 
determine the aggregate noncoincident demand of all cus¬ 
tomers on which to base a unit capacity cost. These noh- 
coincident demands totaling 144,780 kilowatts are shown }n 
Table V-D. 

Q. What are the annual unit costs per kilowatt [1190] 
of capacity and per kilowatt hour of energy? A. The 
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total cost allocated to the capacity component in Table 
V is $2,782,719 and dividing this by the aggregate noncoin¬ 
cident demand of 144,780 kilowatts gives a unit cost per 
kilowatt of $19.22 per year. 

The total energy sales to Pennsylvania customers and 
the balance available to Baltimore from Holtwood’s plants, 
plus its 1/3 share of Safe Harbor energy in a year of 
average river flow is 988,166,756 kilowatt hours. Dividing 
the total energy cost of $1,412,971 by the total energy gives 
us a unit cost per kilowatt hour of 1.43 mills. 

The sources of energy generated in 1944 and the dis¬ 
position of this energy are shown in Table V-B. To the 
total amount of energy available in 1944 is added 104,182,056 
kilowatt hours which is the estimated additional amount 
of energy that would be available to Baltimore Company in 
a year of average river flow. The sales to resale customers 
and to the Pennsylvania Railroad Company in Pennsyl¬ 
vania, with the balance available to Baltimore Company 
adjusted to an average water year, are shown in Table V-D. 

Q. What result do you obtain by the application of 
these unit costs ? A. The application of unit costs to the 
demand and energy of each customer to determine the total 
cost of power and energy supplied is shown in Table VI. 
The total costs of [1197] special facilities provided for each 
customer, as developed in Table IV, are added to the ca¬ 
pacity and energy costs, as derived from the unit costs, to 
get the total Holtwood Company costs. To these totals are 
added the cost of energy supplied by Baltimore. 

Q. What energy is supplied by Baltimore? A. Holt- 
wood is not able to meet its firm power obligations from 
its own plants during the low water months and the de¬ 
ficiency is made up at times by energy delivered from Bal¬ 
timore to Safe Harbor over the 220 kilovolt lines. During 
1944 Baltimore furnished a total of 125,317,000 kilowatt 
hours to Holtwood. No charge was made for this energy. 
The cost of producing and delivering it, however, is a part 
of the cost of supplying the firm power requirements of 
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Holtwood’s customers and is added to Holtwood’s endrgy 
cost at 4 mills per kilowatt hour or a total amount of 
$501,268. 

This cost is allocated to each customer in proportion to 
the energy delivered or available and the total amount is 
credited to Holtwood’s cost of furnishing services to Bal¬ 
timore. 

Q. How is the rate of four mills determined? A. 
The average production cost of Baltimore Companyt in 
1944 was 4.6 mills and the incremental cost, including only 
fuel, water and maintenance of boiler and coal handling 
plants was 3.4 mills. A cost of 4 mills is considered reason¬ 
able [1198] for making up the deficiency in the supply of 
energy to Pennsylvania customers. 

Q. What is the final result of your determination of 
total costs applicable to the several customers? A. After 
deriving the total cost of furnishing the service to each cus¬ 
tomer, a comparison of these costs is made with the charges 
for such service in 1944. This comparison shows a total 
revenue in excess of allocated cost of $2,720,264, of which 
73.7 per cent is applicable to Baltimore, 8.4 per cent to Penn¬ 
sylvania Power & Light Company, 5.9 per cent to Philadel¬ 
phia Electric Company, 0.9 per cent to Edison Lighf & 
Power Company and 11.1 per cent to Pennsylvania Rail¬ 
road Company for service in Pennsylvania. 

Q. Are the charges shown in Table VI the actjuat 
bills rendered to these customers by Holtwood Company? 
A. They are the actual bills in every case, except for serv¬ 
ice to Baltimore. In this case, two items are included in 
addition to the bill rendered by Holtwood. 

Q. What are these items? A. First, an amount of 
$628,876, which is the net revenue received by Holtwood 
from interchange sales in Pennsylvania, and second, an 
item of $133,750 which is revenue received from the Cono- 
wingo Companies for the addition of 8.5 feet to the eleya- 
tion of Conowingo forebay, which raises the level of fhe 
Holtwood tailrace a corresponding [1199] amount. 
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Q. Why should these items be included in the revenue 
received from Baltimore? A. Under the contract with 
Baltimore Company, Holtwood sells the entire residual ca¬ 
pacity and energy of its plant, plus its one-third share of 
Safe Harbor capacity and energy after the firm power re¬ 
quirements of its Pennsylvania customers have been sup¬ 
plied. The energy sold in interchange to customers in 
Pennsylvania, without firm commitment, was a part of the 
residuum belonging to Baltimore Company, and was sold 
with the consent or at the request of Baltimore Company. 
It was in effect, therefore, a sale by Baltimore Company 
and the revenue was turned over to Holtwood. The reve¬ 
nue is accordingly added to that collected directly by Holt¬ 
wood from Baltimore Company. 

Q. How is this interchange energy accounted for in 
your cost allocation? A. It is included in energy sold to 
Baltimore Company just as if it had actually been deliv¬ 
ered to the Baltimore system. 

Q. What is the second item in addition to the actual 
bill rendered to Baltimore Company? A. It is a pay¬ 
ment of $133,750 received from Conowingo Companies in 
compliance with an agreement under which Holtwood al¬ 
lowed the water of the Conowingo Pond to be backed up 
8.5 feet [1200] above the level claimed by Holtwood as its 
tailrace level. 

Q. How do you explain the inclusion of this payment 
in the revenue received from Baltimore? A. This agree¬ 
ment to raise the head of the Conowingo pond at the ex¬ 
pense of the head at Holtwood’s hydro plant constitutes a 
sale of a part of the potential capacity of the Holtwood 
plant, which would otherwise have been available to Balti¬ 
more Company. It is, therefore, a part of the residual- 
plant capability to which Baltimore Company is entitled 
and for which Baltimore Company would otherwise have 
been obliged to pay. This, therefore, is in effect, a sale by 
Baltimore of a part of its entitlement from Holtwood’s 
capacity and the money received is turned over to Holtwood. 
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[1203] Q. With respect to Table V, I think you testified 
that the amount of $992,535 recorded in line 19 as purchased 
power was adjusted by the accounting examiners. What is 
the nature of that adjustment you referred to? A. That 
was a computation of the costs of Safe Harbor on—I am 
informed by the accounting examiners—on the same b^sis 
as the cost that the Holtwood plant is computed as pre¬ 
sented here. 

Q. Do those costs appear in any exhibits presented to 
date in this proceeding? A. I could not answer that. 
The figure was given to me by the accounting examiners. 
Q. Which accounting examiners? A. Mr. Dunn. 

Mr. Myse : May I ask counsel for the Commission, 
have those figures been presented in any exhibits to 
date? 

Mr. Goldberg : I am just trying to consult with Mr. 
[1204] Dunn. You are referring, Mr. Myse, are you, to 
line 19, Table V ? 

Mr. Myse : Yes. 

Mr. Goldberg : Mr. Dunn informs me that that ap¬ 
pears in the consolidated income statement, Exhibit 60 
on schedule 5 on page 27 of that exhibit. 

By Mr. Myse: 

Q. Well, then, Mr. Davis, as I understand it, the figure 
of $992,535 does not represent the actual bills renderec} by 
Safe Harbor in 1944 to Holtwood? A. It does nc^t. 

• * # 

[1205] Q. Explain a little what you mean by the Holtwiood 
service area in Pennsylvania? A. The railroad loaji is 
accounted for and charged for by Holtwood and Baltimore 
on the basis of the energy delivered in Pennsylvania land 
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Maryland. I have used that division to indicate service area 
so far as the railroad load was concerned. 

Q. Then, as I understand it, you define Holtwood’s 
service area for the railroad load as all the area in Penn¬ 
sylvania, is that right? A. Yes. 

• • • 

[1207] By Mb. Milleb: 

Q. Your study reflects factual conditions in the year 
1944 only and does not apply either to the year 1943 or the 
year 1945, is that correct? A. Yes. 

Q. And of course it does not apply to the year 1946? 
A. No. 

Q. Your approach if applied to different years would 
produce different results, according to the variation of many 
factors, among such factors being the river flow of the Sus¬ 
quehanna River, is that not correct? A. I have attempted 
to compensate for the variations in the river by using the 
energy that is estimated as available in an average year as 
reported by Holtwood. 

Q. That appears in Table V-A, is that correct? 
A. Yes, I have added there 104,182,000 kilowatt hours which 
they estimated would be an additional amount available for 
Baltimore in an average year. 

Q. If contract commitments between the Holtwood 
Company and the customers have changed since 1944, your 
results are no longer applicable to such changed conditions, 
[1208] are they? A. Any change in the sales in Pennsyl¬ 
vania, of course, would mean more capacity used in Penn¬ 
sylvania—any increase, I should say of sales in Pennsyl¬ 
vania would mean more capacity used in Pennsylvania and 
less balance available for Baltimore or vice versa. 

Q. And your results would change according to the 
changes in contractual commitments? A. That is right. 

• • • 

[1211] Mb. Hull: With respect to the revised exhibit in 

connection with the testimony of Dr. H. B. Dorau. 
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I call your Honor’s attention to the fact that in 
connection with the testimony of Dr. H. B. Doran, he 
heretofore offered an Exhibit 33, which was rejected. 

However, counsel for the staff, Commission’s ^taff, 
[1212] indicated, at transcript page 841 lines 4 to 15, 
that he had no objection to the first chart and to the 
first two tabulations of that exhibit. 

And Your Honor, at transcript page 842, line 20, 
running over to page 843, line 18, indicated that if 
those three documents, the first chart and the two tabu¬ 
lations, were prepared as a separate exhibit and offered 
they would be received. 

We have now prepared a document which I ask 
to be marked for identification as Exhibit No* 65, 
bearing this title: “Before The Federal Power (bom- 
mission—In the Matter of Pennsylvania Water and 
Power Company and Susquehanna Transmission (pom- 
pany of Maryland IT-5195—Exhibit of Dr. H. B. Dprau 
Relating to the Supply of Money and the Value of the 
Dollar.” This exhibit which we asked to be marked 
as Exhibit No. 65 contains the chart and the two tabu¬ 
lations that we have heretofore referred to, an<jl we 
now offer them in evidence. 

Mr. Goldberg: Am I to understand that this ex¬ 
hibit is being offered in relation to the testimony of 
Dr. Dorau. 

Mr. Hull : In conjunction with the testimony. 

Mr. Goldberg: In other words, am I to under¬ 
stand that this testimony is in relation to Exhibit 65? 

Mr. Hull : That is correct. 

Mr. Goldberg: As I understand, the offer is not 
intended to relate to the determination of rate base 
or any of the other elements mentioned by Respond¬ 
ents’ counsel when the ruling was [1213] made on Ex¬ 
hibit No. 53—is that the right number? Is that confect? 
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Mr. Hull: 33. 

Mr. Goldberg: 33. 

Mr. Hull: It is offered for the purpose for which 
the Examiner said it might be admitted, and you agreed 
it could be admitted. 

Mr. Goldberg: I agreed it could be admitted as 
such, as statistics of the purchasing power of the dol¬ 
lar, but I did not agree to its admission if it is intended 
to be offered in any way to be related to the rate base 
or rate of return, or any other purpose. 

Mr. Hull: It is offered in connection with the 
rate of return,—not in connection with the rate base. 

Mr. Goldberg: In connection with the rate of re¬ 
turn you say? 

Mr. Hull: Pardon? 

Mr. Goldberg: In connection with the rate of re¬ 
turn. 

Mr. Hull: Yes, and any other appropriate use 
which the Commission may see fit to make of it. 

Mr. Goldberg : Confining myself and guiding my¬ 
self by the express statement of counsel that he is re¬ 
lating it to these things and without any determina¬ 
tion as to how the Commission may intend to use it, 
I have no objection. 

Trial Examiner: The document heretofore re¬ 
ferred to and now handed to the reporter will be 
marked Exhibit 65 [1214] for Identification. 

(A document is marked Exhibit 65 for Identifica¬ 
tion.) 

Trial Examiner: Before the Examiner concludes 
his ruling on this exhibit which has now been marked 
Exhibit No. 65 for Identification is there any other 
objection by any party present? 
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(No response.) 

Trial Examiner: Hearing no objection, Exhibit 65 
for Identification is received in evidence. 

• • • 

[1217] Trial Examiner: The hearing will be in ord^r. 

Before we proceed with the testimony, the Ex¬ 
aminer would like to inquire as to whether thd In- 
tervenors, other than Consolidated Gas Electric Light 
& Power Company of Baltimore, as to which the Ex¬ 
aminer is advised they intend to present testimony, 
any others intend to present any testimony at this 
stage of the proceeding; that is, the Examiner will call 
on the Consolidated Gas Electric Light and Power Com¬ 
pany first, and then upon counsel for the Pennsylvania 
Public Utility Commission, and then upon counsel for 
the Public Service Commission of Maryland. 

At this time those intervenors should be prepared 
with whatever testimony or evidence they intend to 
present and offer on direct. Will any of those two 
counsel have testimony? 

Mr. Miller : Mr. Examiner, we will have no direct 
testimony. W 7 e will have testimony in rebuttal we an¬ 
ticipate. I might say, in order to clarify the record 
as to the Pennsylvania Commission’s position, ^hat 
the Pennsylvania Public Utility Commission has au¬ 
thorized me to state that it denies the jurisdiction of 
the Federal Power Commission over sales by Respond¬ 
ent, Pennsylvania Water and Power Company to 
Pennsylvania customers in Pennsylvania. The bases 
for this denial are as follows: 

[1218] 1. Pennsylvania Water and Power Company is a 

licensee in legal contemplation since it has filed an 
application for a license under the Federal Power Act 
and the Federal Power Commission, taking jurisdic¬ 
tion of that application, has signified that it w<j>uld 
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grant a license subject to certain conditions. As a li¬ 
censee, Pennsylvania Water and Power Company is 
subject to the rate jurisdiction of the Federal Power 
Commission under Part I of the Federal Power Act 
and not under Part II of the Act. Under Part I of the 
Act, applying to licensees, Federal Power Commission 
jurisdiction attaches only if and when the states con¬ 
cerned in relation to the transactions involved are un¬ 
able to agree upon cooperative regulation. Not only 
is there no showing on the present record that the Com¬ 
monwealth of Pennsylvania and the State of Maryland 
are unable through the Public Service Commission of 
Maryland and the Pennsylvania Public Utility Com¬ 
mission to achieve complete proper and adequate regu¬ 
lation through cooperative procedure, but I can state 
affirmatively that the Pennsylvania Commission sees 
no reason to believe that the state authorities cannot 
achieve such regulation through such procedure. 
Pennsylvania Public Utility Commission has always 
been willing and now stands ready to cooperate with 
the Maryland Commission in the development of ap¬ 
propriate determinations and believes that the coopera¬ 
tive procedure contemplated by the Federal Power Act 
is not only the legal but the most appropriate and prac¬ 
tical [1219] manner in which to attain solution of the 
problems involved in regulation of the rates of Penn¬ 
sylvania Water and Power Company; 

2. Section 19 of the Federal Power Act clearly pro¬ 
vides that the service and rates of a licensee shall be 
subject to control by the duly constituted agency of the 
state in which the service is rendered or the rate 
charged and not by the Federal Power Commission ex¬ 
cept where no such duly constituted state agency exists. 

3. Pennsylvania Public Utility Commission is the 
duly constituted agency of the Commonweath of Penn¬ 
sylvania for the regulation and control of the service 
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and rates of Pennsylvania Water and Power Company, 
among others, and, on December 5, 1944, instituted a 
proceeding to determine the fairness, reasonableness 
and justness of the rates and charges of that company 
at our complaint docket No. 14028. This proceeding 
is active. A questionnaire calculated to elicit perti¬ 
nent information has been transmitted to Pennsylvania 
Water & Power Company and the answers filed from 
time to time are being analyzed by the Pennsylvania 
Commission staff. 

4. Pennsylvania Water and Power Company shies 
and deliveries to Pennsylvania customers of energy 
generated by steam or falling water in Pennsylvania do 
not constitute transactions over which Federal Pojwer 
Commission has rate [1220] jurisdiction because no 
element of interstate or foreign commerce is present in 
such transactions. This position is taken on the bhsis 
of the phraseology of Part II of the Federal Polver 
Act which throughout clearly contemplates State Com¬ 
mission jurisdiction over the transactions mentioned. 

5. Sales and deliveries of energy by Pennsylvania 
Water & Power Company to the Pennsylvania Railroad 
Company in Pennsylvania are not subject to Federal 
Power Commission rate jurisdiction as such transac¬ 
tions (1) have no element of interstate or foreign com¬ 
merce and (2) are retail transactions clearly exempted 
from Federal Power Commission jurisdiction by ^he 
phraseology of Part II of the Federal Power Act. 
Jurisdiction over such sales and deliveries clearly re¬ 
sides in Pennsylvania Public Utility Commission. 

6. Federal Power Commission has no jurisdiction 
to fix or determine the apportionment of joint rates or 
rates for service rendered jointly with others by Penn¬ 
sylvania Water & Power Company or for energy sold 
by Pennsylvania Water & Power Company jointly with 
others, since the Federal Power Act does not confer 
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this jurisdiction. Pennsylvania Public Utility Com¬ 
mission, however, is specifically given jurisdiction over 
the apportionment of joint rates of public utilities by 
Section 306 of the Public Utility Law, approved May 
28, 1937, Pennsylvania Pamphlet Laws 1053, as 
amended. This situation demonstrates that Pennsyl¬ 
vania Commission regulation of the [1221] rates and 
charges of Pennsylvania Water & Power Company for 
energy delivered to Pennsylvania customers in Penn¬ 
sylvania is complete and the point is particularly per¬ 
tinent in this record since all of the rates charged by 
Pennsylvania Water & Power Company to Pennsyl¬ 
vania customers are rates which must be apportioned 
by reason of the joint obligations of Pennsylvania 
Water & Power Company and others under all of the 
contracts with Pennsylvania customers. 

It would clarify our manner of thinking on juris¬ 
diction greatly if Mr. Goldberg would state for the rec¬ 
ord Pennsylvania contracts over which the Commission 
Staff asserts that the Federal Power Commission has 
jurisdiction? 

• • • 

Mr. Goldberg: Mr. Examiner, before I proceed to 
answer Mr. Miller’s request for a statement from me 
as to what contracts the staff considers the subject of 
the Commission’s jurisdiction, which I thought was 
clear at this point, but if it is not, I will be glad to re¬ 
state it, I would like to have Mr. Miller respond to a 
few questions that I have in connection with his state¬ 
ment so that I may understand his position more 
clearly. 

Does Mr. Miller contend that the Pennsylvania 
[1222] Commission’s jurisdiction attaches both to the 
generation of hydro electric energy by Pennsylvania 
Water & Power Company and to the generation of elec- 
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trie energy by steam by Pennsylvania Water & Power 
Company, under section 20 of Part I of the Act? 

Me. Miller: I do not understand what you ipean 
by “generation”, Mr. Goldberg. We contend thatf the 
Pennsylvania Commission’s jurisdiction attache^ to 
the rates of the Pennsylvania Water & Power Company 
for energy generated either by hydro or steam. Does 
that answer your question? 

Mr. Goldberg: I think so. In other words, you 
contend that the Pennsylvania Commission may regu¬ 
late the rates regardless of the fact that part of the 
electric energy used to service the customers may have 
been generated by steam ? 

Mr. Miller: That is correct. 

Mr. Goldberg: Now then, under what sectiop of 
the Pennsylvania Public Utility Law or any other pro¬ 
visions of Pennsylvania law does counsel for the Penn¬ 
sylvania Commission contend that the Pennsylvania 
Commission has authority to sit jointly with a State 
Commission or confer jointly with them to fix rates I? 

Mr. Miller: Excuse me while I look it up here (ex¬ 
amining). Under Section 913 of the Pennsylvania 
Public Utility Law. 

Mr. Goldberg: Do you have it there? 

J3] Mr. Miller: Yes. 

Mr. Goldberg: May I see it? 

Mr. Miller: Certainly (handing). 

Trial Examiner : Is there some short specific pro¬ 
vision in the section that counsel has referred to that 
can be read into the record? 

Mr. Miller: Yes, sir. I will read it, Mr. Exam¬ 
iner. 




432 


George H. Davis, Cross 


“Section 913: Joint hearings and investiga¬ 
tions. Reciprocity.” (A) “The Commission shall 
have full power and authority to make joint in¬ 
vestigations, hold joint hearings within or with¬ 
out the Commonwealth, and issue joint or concur¬ 
rent orders in conjunction or concurrence with 
any official, board, commission, or agency of any 
state or of the United States, whether in the hold¬ 
ing of such investigations or hearings, or in the 
making of such orders, the Commission shall func¬ 
tion under agreements or compacts between states 
or under the concurrent power of states to regu¬ 
late the interstate commerce, or as an agency of 
the Federal Government, or otherwise.” 

The second paragraph of the section deals with 
motor vehicles and so forth. 

Mr. Goldberg : Does counsel' for the Pennsylvania 
Commission contend that Section 19 of the Federal 
Power Act relates to interstate commerce? 

Mr. Sparks: I did not understand that. Did Mr. 
Goldberg [1224] say interstate commerce or intrastate? 

Mr. Goldberg: Interstate. 

Trial Examiner : Read the question. 

(Question read.) 

Mr. Goldberg: You made some references to Sec¬ 
tion 19 in your statement. I do not have it before me, 
but I want to be clear as to your understanding of 
Section 19. Does it apply, in your opinion, to inter¬ 
state commerce, or only to intrastate commerce? 

Mr. Miller: My point on Section 19, Mr. Gold¬ 
berg, was simply that it provides as to service and 
rates that a licensee shall be subject to and controlled 
by the duly constituted agency of the state in which 
the service is rendered or the rates charged. 
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Mr. Goldberg: Insofar as the service is intrastate 
commerce, is that right? 

Mr. Miller: We claim jurisdiction only over r^tes 
for energy delivered in Pennsylvania to Pennsylvania 
customers. 

We feel that that is not interstate commerce in 
the sense that it can be regulated by the Federal Power 
Commission. 

Mr. Goldberg: What I am trying to find out is 
your view of section 19. Is it your view that section 
19 relates to regulation of intrastate commerce on 

Mr. Miller: No, I have no such view. 

Mr. Goldberg : Is it your view that section 19 re¬ 
lates [1225] to interstate commerce? 

Mr. Miller: No, not alone. 

Mr. Goldberg: Does it at all relate to interstate 
commerce, to rates involving the transmission of elec¬ 
tric energy in interstate commerce? 

Mr. Miller: I think, Mr. Goldberg, you are ask¬ 
ing me for a legal opinion beyond the scope of jny 
statement as to what the application of section 19 
should be. 

Mr. Goldberg: I am trying to find out how you 
conceive section 19 is to be applied, and that is what I 
thought your statement involved. Do you contend 
that if the sales to the Pennsylvania customers are in 
interstate commerce that such sales may be regulated 
by the Pennsylvania Commission alone or jointly, as 
you say, under section 19? 

Mr. Miller: Yes. 


Mr. Goldberg: You mentioned a proceeding by the 
Pennsylvania Commission—I think you stated ihe 
order was December 5, 1944? 
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Mr. Miller: That is correct. 

Mr. Goldberg: Does that investigation relate to 
the sales of electric energy by Pennsylvania Water & 
Power Company to the Consolidated Gas Electric 
Light & Power Company of Baltimore? 

Mr. Miller: It is general in its terms and relates 
to everything which the Pennsylvania Commission may 
find to [1226] be within its jurisdiction. The jurisdic¬ 
tional lines have not been drawn in that proceeding 
as yet. 

Mr. Goldberg: Is it the position of the Pennsyl¬ 
vania Commission that the sales of electric energy to 
the Consolidated Gas Electric Light and Power Com¬ 
pany of Baltimore by Pennsylvania Water & Power 
Company are subject to the Pennsylvania’s Commis¬ 
sion jurisdiction? 

Mr. Miller: That, I think, would remain to be 
seen. That is not my present position, however. I 
am limiting my statement or position at this time 
solely to sales in Pennsylvania to Pennsylvania cus¬ 
tomers. 

Mr. Goldberg: Then, as I understand it, you are 
not saying that the present investigation of the Penn¬ 
sylvania Commission relates to rates involved in the 
sales of electric energy to the Consolidated of Balti¬ 
more by Pennsylvania Water & Power Company, is 
that right? 

Mr. Miller: No, I am not saying that, Mr. Gold¬ 
berg. I am saying that the jurisdictional lines have 
not been drawn in that proceeding, but my position in 
that regard is that the Federal Power Commission does 
not have jurisdiction but that the Pennsylvania Com¬ 
mission does, over sales to Pennsylvania customers in 
Pennsylvania. 
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Mr. Goldberg : That is the extent of yonr position, 
is that right! 

Mr. Miller: Yes. 

[1227] Mr. Goldberg: What phraseology of Part II of 
the Act do you refer to in your statement! 

Mr. Miller: I refer to all of the phraseology in 
Part II of the Act. I would have to read all of Part 
II, Mr. Goldberg, to answer that question. 

Mr. Goldberg : Is there any part of it that you can 
point out right now as supporting the position you 
have taken on this record! 

Mr. Miller: We do not rely on any specific part; 
we rely on the phraseology of the part as a whole, j 

Mr. Goldberg: Is there any part out of that you 
would care to point out to us right now? 

Mr. Miller: No. 


Mr. Goldberg: Just one more question. You 
talked of the jurisdiction of the Federal Power Com¬ 
mission with respect to joint rates. May I have your 
definition of 6i joint rates”? 

Mr. Miller: I have no definition ready, Mr. Gold¬ 
berg. I would say that the rates charged by the Penn¬ 
sylvania Water & Power Company, the Respondent, 
for services rendered jointly with other parties, wbuld 
be joint rates. 

Mr. Goldberg: Well, of course, a definition that 
uses a word to be defined is not very helpful. I ap¬ 
preciate, perhaps, that you may not have been pre¬ 
pared to define the contention you are making. ^A.re 
you using it in the sense that it was used in the Inter¬ 
state Commerce Act? 

[1228] Mr. Miller: I am using it in the factual sens^ in 
which Pennsylvania Water & Power Company renders 
service in conjunction with other contracting parties. 
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Mr. Goldberg : Are you using it at all in the sense 
that it is used in the Interstate Commerce Act? 

Mr. Miller: Yes, I take it it is used in whatever 
legal sense the factual situation indicates. 

Mr. Goldberg: Now, then, Mr. Examiner, I have 
been requested by counsel for the Pennsylvania Com¬ 
mission to state the position of the Staff as to the Com¬ 
mission’s jurisdiction over the contracts of the Penn¬ 
sylvania Water & Power Company. I thought it was 
clear, but I am willing to state it again. 

It is the position of the Staff that all of the con¬ 
tracts of the Pennsylvania Water & Power Company 
for the transmission and sale of electric energy at 
wholesale in interstate commerce are subject to the 
Commission’s jurisdiction, but the Staff is not contend¬ 
ing that the Commission should assert jurisdiction 
over the contract between Pennsylvania Water & 
Power Company and the railroad for railroad service. 
That is the only exception the Staff is making. 

In so stating, Mr. Examiner, of course, that does 
not preclude the Commission from asserting jurisdic¬ 
tion if it wishes to. 

Mr. Sparks: At this time, if Your Honor please, I 
have a statement to make. 

[1229] Trial Examiner: Just one minute. Does counsel 
for the Public Service Commission of Maryland have 
a statement to make? 

Mr. France: Not except to say that we will have 
one witness. We will be ready when called, and it 
should not take over 20 minutes to half an hour on the 
direct. 

Trial Examiner: Does counsel have anything to 
say with respect to the remarks just entered in the 
record by the counsel for the Pennsylvania Public Util¬ 
ity Commission? 
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Me. France: If Your Honor please, it is mv un¬ 
derstanding that the Public Service Commission of 
Maryland requested the Federal Power Commission to 
assume jurisdiction in this case. I was not counsel for 
the Public Service Commission of Maryland at the 
time the case originally started and I cannot speik at 
firsthand, but certainly our position is clear in the 
record. 

I think there is a letter in the record from the Pub¬ 
lic Service Commission of Maryland to the Federal 
Power Commission requesting them to assume juris¬ 
diction. 

| 

Trial Examiner: Is it proper to construe the 
situation to sum up to this, that as of the time of the 
need of the Public Service Commission of Maryland, 
there has not been any agreement between the Stlates 
of Maryland and Pennsylvania such as provided for 
in Section 20 of the Federal Power Act? 

Mr. France: No, sir. There were some prelimi¬ 
nary [1230] negotiations between the two commissions 
as I understand it, and subsequently, the Maryland 
Commission then wrote to the Federal Power Commis¬ 
sion requesting it to assume jurisdiction. 

Trial Examiner: Very well. 

Mr. France : I think that is an accurate statement. 
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[1231] RALPH L. THOMAS, 

a witness called on behalf of the Consolidated Gas Electric 
Light and Power Company of Baltimore, being first duly 
sworn, testified as follows: 

Direct Examination. 

By Mr. Sturtevant: 

Q. Will you please state your name and your present 
position? A. Ralph L. Thomas. I am vice president of 
the Consolidated Gas Electric Light and Power Company 
of Baltimore; also a director and a member of the Execu¬ 
tive Committee of that company. As vice president, I am 
in charge of the Electric Operation and Engineering in¬ 
cluding inter-system transactions and operations. 

• • • 

[1234] Q. In connection with what phase of the present 
proceeding are you testifying? A. I am concerned solely 
with the question of the allocation of any reduction in the 
operating revenue or rates of Holtwood Company that may 
be ordered by the Federal Power Commission. 

Q. Yes,- A. (Continuing) I want to make that 

clear, in view of my former association with the Holtwood 
Company. 

• • • 

[1235] Q. Mr. Thomas, what type of hydro developments 
are the Holtwood and Safe Harbor projects? A. Run of 
river type. 

Q. What is meant by a “run-of-river” type develop¬ 
ment? A. It is a hydro development in which the [1236] 
quantity of water which can be stored behind the dam is 
negligible in relation to the annual power output. The pur¬ 
pose of the dam is to create a head and the storage of water 
is incidental. River flow cannot be stored in any ap¬ 
preciable quantity and to a large extent water must be 
used as it runs down the river. 

• • • 
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[1237] Q. Mr. Thomas, would it be economic to develop 
either plant on the basis of continuous power output? A. 
No, it would not. 

Q. To what extent is variation from a true ruiji-of- 
river output possible at Holtwood and Safe Harbor? j A. 
Mr. Spaulding, in his testimony at page 128, spoke of the 
utilization of pondage. During low flows the daily Cycle 
consists of lowered output in the early morning hours when 
the load is light and of increased output in the peak-toad 
hours of late morning and early afternoon. Weekly cycles 
during which the pond elevation is slightly decrease^ to 
get increased power on the heavy load week-days, and then 
allowed to reach maximum again over the week-end, are 
also used. 

Under exceptional circumstances the drawdown could 
be extended over a longer period than one week. 

Q. Would it be economical to develop either Safe Har¬ 
bor Plant or the Holtwood Plant on the basis of utilizing 
the pondage without supplementary steam electric supply? 
A. No, this would not be economic. 

Q. Will you explain how it is possible to justify eco¬ 
nomically the development of these sites? A. The Wd 
of an ordinary electric system is not constant, but varies 
during the hours of each day and of the week, the peak 
loads coming in the morning or early hours. Hydro de¬ 


velopments of the Holtwood and Safe Harbor type can 
[1238] be justified if the hydro capacity and energy during 
periods of low flow can be used to skim off the upper por¬ 
tion of the load curve and supply peak systems. 

In this manner the hydro capacity can replace! an 
amount of steam electric capacity many times as greai as 
the continuous firm power available from the same quan¬ 


tity of water. 

# • • 

Q. How has Holtwood company obtained the backup 
steam-electric supply with which to firm up its hydro jca- 
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pacity? [1239] A. • • * Holtwood Company has relied 
almost entirely on the Baltimore steam plants to firm up 
its hydro capacity. Initially, there were provisions for 
minor use of small standby steam-electric plants of the 
Pennsylvania customers, but generally speaking they soon 
fell into disuse. 

• • • 

[1241] Q. Is the supply of power and energy to Baltimore 
Company similar or comparable to the supply of the four 
Pennsylvania customers of Holtwood Company? A. It 
is not. 

• • • 

Q. Please explain the difference. A. Holtwood 
Company and Baltimore Company pioneered in developing 
the correct principles of operating a combined hydro steam 
generating supply system. Over a period of many years 
the operations of the plants of the two companies were 
coordinated to obtain maximum overall economy, useful¬ 
ness, and reliability. The operating arrangements reached 
their culmination in the 1931 [1242] Holtwood and Safe 
Harbor contracts. There has been much testimony regard¬ 
ing those contracts in this and previous cases. Suffice it to 
say here that under those contracts the Baltimore, Holt¬ 
wood and Safe Harbor companies were closely knitted to¬ 
gether into a unified regional power system by which energy 
can be generated, purchased and supplied in the most eco¬ 
nomical manner. 

[1243] Baltimore Company is entitled to receive all of the 
power and energy available to Holtwood Company after 
the requirements of the Pennsylvania firm power customers 
had been met. Baltimore Company may therefore be called 
the residual receiver. 

Baltimore Company is also obligated to coordinate its 
facilities and power supply with those of Holtwood Com¬ 
pany, and to supply back-feed steam electric energy to 
Pennsylvania as required to supplement the hydro supply 
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and to make it possible for Holtwood Company to sell con¬ 
ventional firm power in Pennsylvania. 

• * • 

[1253] Q. Now, Mr. Thomas, reverting to the 1931 Balti- 
more-Holtwood power contract, will' you explain the nature 
of Baltimore Company’s payments to the Holtwood Com¬ 
pany, and the effect thereof? A. Under the 1931 agree¬ 
ment, Baltimore Company contracts in effect to pay to 
Holtwood Company annually an amount which, together 
with whatever revenue Holtwood Company receives fr^m 
its other customers will yield to Holtwood Company a ^iet 
revenue determined by the contractual formula which is 
independent of kilowatts and kilowatt hours. 

It is evident that under this arrangement any redac¬ 
tion in rates paid for power and energy by any of the Penn¬ 
sylvania customers is automatically charged to and imme¬ 
diately made up by Baltimore Company without any co|m- 
pensating increase in the supply of power and energy j to 
Baltimore Company. j 

Likewise, any increase in operating expenses and tayes 
that Holtwood Company has is immediately and auto¬ 
matically paid by Baltimore Company. 

This contractual arrangement again distinguishes Bal¬ 
timore Company from the Pennsylvania customers. And I 
want to emphasize that point particularly because there a|re 
some friends of mine here today representing the Pennsyl¬ 
vania customers, and I am not sure they understand the 
workings of [1254] the Baltimore-Holtwood Contract and 
understand that when they get a reduction, Baltimore imnie- 
diately and automatically makes it up. 

• • i 

[1264] Q. In connection with the comments you have ma^e 
on Mr. Davis’ cost-of-service study, do you desire to siy 
anything about contract renewals entered into by Holtwood 
Company with the Metropolitan Edison Company for tljie 
supply to York? A. Yes. I previously referred to thht 
as the peak service type of contract. Under that contract 
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Holtwood Company [1265] originally contracted to supply 
20,000 kilowatts of peak service to Metropolitan Edison 
and, due to an increase in load, that has now been increased 
to 21,000 kilowatts. The use of that figure would, of 
course, change the results in Mr. Davis’ study. 

Q. Now, as I understand- A. Excuse me. I 

might indicate, however, that that peak service contract 
also provides for rates which are very much lower than the 
corresponding rates in the other contract. I am not pre¬ 
pared to say what the net effects of the substitution of 
1946 conditions would be. 

I might also comment that I think that is a very de¬ 
sirable type of contract for Holtwood Company to have. 

• • • 

[1282] Cross-Examination. 

• • • 

[1285] By Mr. Goldberg: 

• • • 

[1290] Q. Does Consolidated purchase electric energy from 
[1291] Holtwood? 

Mr. Sparks: I object to that, if Your Honor please. 
Trial Examiner: On what ground? 

Mr. Sparks: I object to it on the ground that this 
witness is not qualified to state whether or not the 
transactions contemplated by those contracts consti¬ 
tute a sale of energy, or whether they constitute a sale 
of some other kinds of services. 

Trial Examiner: Objection overruled. 

• • • 

The Witness: Yes, sir; we purchase energy among 
other services. 

By Mr. Goldberg : 

Q. And that energy is purchased under Items H and I 
in this proceeding? A. Yes. 

Q. I show you Items H and I (indicating). 


A. Yes. 
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Q. And does Consolidated purchase electric energy 
from Safe Harbor? [1292] A. Yes. 

Q. And does that purchase take place under Items E, 
F and G in this proceeding? 

Mr. Sparks: Same objection, if Your Honor please. 


Trial Examiner : Overruled. 

Mr. Sparks: Exception. 

The Witness: Yes. 

By Mr. Goldberg: 

Q. And when you testified just now that Consolidated 
purchases electric energy, you were using the term in the 
sense of kilowatt hours, is that right? A. Yes. 

Q. That is right? A. Yes, as far as I know, every 
report we filed with the Commission showed the numbeij of 
kilowatt hours we purchase from those companies. 

• * • 

[1319-A] Direct Examination. 


[1321] Mr. Sparks: Mr. Examiner, in response to the re¬ 
quest of [1322] counsel for the Commission contained 
at pages 894 to 896 inclusive of the transcript record 
in this proceeding, as to clarification of our statement 
of the issues, as we saw them, at page 34 of the tran¬ 
script, we now make the following statement: 

Counsel’s inquiries were directed to and confined 
to the first issue with respect to the jurisdiction as 
stated by us at transcript page 34. His first inquiry 
was directed to the meaning of that part of our state¬ 
ment that “This Commission has no jurisdiction oyer 
the rates, charges and classifications of Pennsylvania 
Water & Power Company under Part II of the Act, for 
the reason that the Company is to be treated a^ a 
licensee * • • and is, therefore subject to Part I of 
the Act only.” 
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We mean by that statement that by virtue of the 
proceedings had by this Commission in its Docket No. 
IT-5524 and its orders issued therein dated November 
3,1939 and November 23,1943, in connection with Holt- 
wood Project No. 1881, Pennsylvania Water & Power 
Company must be treated in this proceeding as a 
licensee under Part I of the Federal Power Act. 

Counsel’s second inquiry is far from clear but in 
an effort to answer it we assume it to be stated as 
follows : 

Is it the contention of Respondents that Pennsyl¬ 
vania Water & Power Company is presently subject 
to Part I of the [1323] Act, including Section 20, as¬ 
suming that the States directly concerned are unable 
to agree through their properly constituted authorities 
on the services to be rendered or on the rates or charges 
of payment therefor? 

In answer to this question we repeat that the rec¬ 
ord does not show that the two states directly con¬ 
cerned, namely, Maryland and Pennsylvania, are un¬ 
able to agree through their properly constituted au¬ 
thorities on the services to be rendered or on the rates 
or charges of payment therefor; in the absence of such 
evidence and an appropriate finding by the Commission 
based thereon, this Commission has no jurisdiction 
over any of the rates, charges or classifications of Penn¬ 
sylvania Water & Power Company under Part I of 
the Act. If it is assumed that there will be substantial 
evidence in the record to support such a finding by the 
Commission our contention is that any rate regulatory 
jurisdiction the Commission may have in that event 
over Pennsylvania Water & Power Company is lim¬ 
ited by Section 20 to the authority to regulate and 
control only so much of the services rendered, and of 
the rates and charges of payment therefor as con¬ 
stitute interstate commerce. 
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Counsel’s third inquiry was directed to the mean¬ 
ing of that part of our statement at transcript page 34 
that “This Commission has no jurisdiction over the 
rates, charges and classifications of Pennsylvania 
Water & Power Company under Part II of the Act, for 
the reason that the Company # # # [1324] may be con¬ 
sidered to be a purchaser of power from a licensee for 
use in public service, and is, therefore, subject to Part 
I of the Act only.” 

Counsel inquired if that statement had reference 
to purchase of electricity by Pennsylvania Watei* & 
Power Company from Safe Harbor who is a licensee 
under Part I. In reply we state that we had reference 
to the fact that, as the evidence shows, Pennsylvania 
Water & Power Company does make payments to S^fe 
Harbor, who is a licensee under Part I of the Act as 
stated by Commission Counsel. 

Our contention is, however, that such payments 
are not the result of a purchase and sale of power by 
Pennsylvania Water & Power Company from Safe Har¬ 
bor but are, on the contrary, payments of a division 
to Safe Harbor of revenues received by Pennsylvania 
Water & Power Company from Consolidated Gas Elec¬ 
tric Light & Power Company of Baltimore for joint 
services rendered by Safe Harbor and Pennsylvania 
Water & Power Company to the Baltimore Company 
and to others. However, if contrary to the evidence in 
this proceeding it should be contended by Commission 
counsel that such payments are not divisions but ailise 
out of a purchase and sale of power by Pennsylvania 
Water & Power Company from Safe Harbor then jwe 
contend that by reason of such contention of Comniis- 
sion Counsel, Pennsylvania Water & Power Company 
must in that event be treated as a purchaser of power 
from a licensee for use in public service; and that fin¬ 
der Section 20 the respective jurisdictions of [1325] 
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the States and the Commission over the rates and 
charges of such purchasers of power from licensees, 
together with the statutory conditions and limitations 
thereon, are the same as over licensees under the Act. 

Mr. Goldberg: Just one or two questions of coun¬ 
sel who just read the statement. 

With respect to the second portion—paragraph 2, 
if I may call it that—I understood counsel to say that 
if the Commission has any jurisdiction at all, it is lim¬ 
ited only to that portion of the service which is in in¬ 
terstate commerce. To use an example, does that state¬ 
ment mean this,—Assume that 50 per cent of the en¬ 
ergy used to serve the Pennsylvania customers comes 
from Maryland and is clearly in interstate commerce, 
and the balance, the other 50 per cent, originated in 
Pennsylvania and was used to serve the customers in 
Pennsylvania; does counsel mean that in the illustra¬ 
tion I have just used if the Commission has jurisdiction 
at all, the Commission may only fix 50 per cent of the 
rate? 

Mr. Sparks: I think the answer to that is that our 
contention would be that the Commission could not fix 
any of the rate. 

Mr. Goldberg : I am glad I asked that question be¬ 
cause it puts a different light on the statement. 

The other question that I ask for clarification pur¬ 
poses is, I noted in response to my third inquiry, Mr. 
Sparks [1326] said, “purchase of electricity”. 

Did he mean purchase of electric energy? 

Mr. Sparks: My recollection is that Mr. Goldberg 
used the same word. 

Mr. Goldberg: No, my question is at page 896 and 
I said, “Because it purchases electric energy.” That 
is at lines 13 and 14 on that page. 
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Mr. Sparks: If Your Honor please, our use o: ? the 
term there was in the light of the provision in Section 
20 which refers to power, and if the word is to be 
changed, then we would use the word “Power” in our 
answer. 

Mr. Goldberg : May I ask how counsel for thd Re¬ 
spondents interprets Section 20? 

Mr. Sparks: It covers all character of services, if 
Your Honor please, such as they may be provideq for 
under their various contracts. 

Mr. Goldberg : In other words, you think tha^ the 
phraseology of Part I is broader than it is in Pap II? 

Mr. Sparks : I am not sure what you mean by that, 
Mr. Goldberg. ] 

i 

Mr. Goldberg: You made specific reference to 
power in Section 20 and stated it would includ^ all 
services in the contract of Holtwood, and I was pon¬ 
dering if you were making a distinction between the 
use of that word and the use of the phraseology in 
the jurisdictional provisions of Part II. 

[1327] Mr. Sparks: We do take the position that the pord 
‘ 4 Power’’ is a broader word than the word “energy” 
in Part II. 

Mr. Goldberg: Electric energy? 

Mr. Sparks: Electric energy. 

Mr. Goldberg: Just one or two other questions. 

One of my purposes in asking these question^ is, 
as the Examiner knows, the large number of questions 
that have been directed to me, and although I feel they 
have been answered, I plan to study them during the 
recess. I want to study them in the light of the an¬ 
swers that have just been given. 

Counsel stated with respect to the illustration I 
used—50 per cent interstate electric energy, ami 50 
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per cent intrastate electric energy—that it would be 
their contention that the Commission has no jurisdic¬ 
tion at all. Is it the contention of the Respondent that 
if any part of the electric energy used to serve, let us 
say, the Pennsylvania customers, is in intrastate com¬ 
merce, then the Federal Power Commission has no 
jurisdiction? 

Mr. Sparks : Yes. 

• • • 

[1331] Trial Examiner: The Examiner assigns the fol¬ 
lowing item designations to material introduced in evi¬ 
dence by Respondent’s counsel by reference to the offi¬ 
cial files of the Commission: 

Item “0” will designate the petition for specifi¬ 
cation of issues and reconsideration of direction fixing 
order of procedure filed April 3, 1946, now referred 
to at transcript 49 and 1329. 

Item “P” to the letter addressed to Pennsylvania 
Water and Power Company by the Acting Secretary 
of the Federal Power Commission dated November 16, 
1945, stating the order of procedure, now referred to 
in the transcript at 49 and 1329. 

• • • 

[1333] Mr. Goldberg : 

# # * You will recall, Mr. Examiner, that at tran¬ 
script pages 885 to 890, inclusive, counsel for the Re¬ 
spondents in this proceeding requested that staff coun¬ 
sel be required to state for the record the contentions 
of the staff with respect to certain matters included in 
fifteen inquiries which counsel for Respondents read 
into the record. 

If the Examiner has no objection I will go forward 
with the position of the staff at this time? 

Trial Examiner: Does counsel wish to state it 
orally, or has he the matter referred to prepared in 
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form for submission to the reporter for incorporation 
into the record? 

Mb. Goldberg: I am afraid I must state it orally 
by reason of its preparation. I think probably it would 
enable everyone here who has not heard the questions 
before, to understand the answers. 

Trial Examiner: Very well. 


Mr. Goldberg : Counsel for Respondents stated that 
answers to the inquiries by staff counsel were neces¬ 
sary “to expedite this proceeding in an orderly man¬ 
ner and to afford them”—that is the Respondents—f“ a 
fair and adequate opportunity to know and meet hny 
of the contentions of the Staff.” 

Counsel for Respondents also stated that the “com¬ 
plexity of the questions which may arise, as stated in 
the (fifteen) inquiries, illustrates and shows the handi¬ 
cap to w’hich [1334] Respondents have been subjected 
by the orders in this proceeding.” 

I 

Respondents state further, Mr. Examiner, through 
their counsel, that failure to indicate the contentions 
of the Staff in regard to the fifteen inquiries will de¬ 
prive them of the fair hearing required by the Fed¬ 
eral Power Act and the fifth amendment of the Con¬ 
stitution. 

Before turning to the fifteen questions, I should 
like to state that notwithstanding Respondents’ state¬ 
ments to the contrary they have been heretofore ad¬ 
vised of Staff counsel’s position on all of the matters 
contained in the fifteen inquiries. That presentation of 
their case has in no wise been handicapped. This 
clearly appears from the record, and further Respond¬ 
ents’ presentation discloses a complete awareness iof 
Staff counsel’s contentions. 

Staff counsel, however, Mr. Examiner, has no ob¬ 
jection to stating again his position with respect ito 
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the matters referred to in the fifteen questions, and I 
shall answer them in the order in which they appear 
in the transcript. 

Question No. 1 is as follows: 

“Is the authority of the Commission to regulate 
and control rates or charges in this proceeding to be 
exercised under Part I of the Federal Power Act? If 
so, under which sections ?” 

Although the question, Mr. Examiner, is phrased 
in terms of Commission action, I assume that the Re¬ 
spondents intended [1335] to secure Staff counsel’s 
position. 

Staff counsel contends that jurisdiction in this case 
exists under Parts I and II of the Act, and more 
particularly under Sections 20, 205, 206 and related 
sections. 

[1336] Question number two is as follows: “Is it con¬ 
tended that either of the states of Pennsylvania or 
Maryland has not authorized, empowered or provided 
a commission or other agency for the regulation and 
control of the rates and charges of payment for serv¬ 
ices to be rendered by Respondents or by their cus¬ 
tomers engaged in public service within the meaning 
of Section 19?” 

Staff counsel, Mr. Examiner, does not understand 
the reference to or the relevance of Section 19 in this 
case. If Respondents will explain to staff counsel the 
relevance or the reference to Section 19, I will under¬ 
take to respond in the light of that explanation, should 
response be necessary. 

Question number three is as follows: “Is it con¬ 
tended that either of the states of Pennsylvania or 
Maryland has not provided a commission or other au¬ 
thority to enforce the requirements of Section 20 with¬ 
in their respective states?” 
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Staff counsel contends that assuming ther^ has 
been no repeal by implication of the provisions of 
Section 20 relating to state activity in regard to inter¬ 
state rates by licensees, that the state commissions of 
Maryland and Pennsylvania have no legal powdr to 
agree on the rates and services rendered by Penn 
Water in interstate commerce to Consolidated of Balti¬ 
more, Pennsylvania Power and Light Company, Metro¬ 
politan Edison Company, and Philadelphia Electric 
Company. | 


Question number four is as follows: “Is it con¬ 
tended [1337] that the states of Pennsylvania and 
Maryland are unable to agree, through their properly 
constituted authorities, on the services to be rendjered 
by Respondents or on the rates or charges of payment 
therefore within the meaning of Section 20?” 

In view of my answer to question three the answer 
to question number four is, of course, “Yes.” 

i 

Question number five is as follows: “Is it con¬ 
tended under Section 20 of the Act that the Compiis- 
sion has jurisdiction in this proceeding to regulate and 
control the services rendered by Respondents to Con¬ 
solidated Gas Electric Light and Power Company of 
Baltimore and to regulate and control the component 
parts of rates and charges of payment for such services 
as do not constitute interstate or foreign commerce, 
particularly the special facilities services comprising 
the furnishing of the Highlandtown and the Gunpowder 
Falls transmission line in the state of Maryland?” 

Staff counsel contends that the agreement of June 
1,1931, and supplements thereto, between Consolidated 
of Baltimore and Penn Water, which agreement is 
known in this proceeding as items “H” and “I”, |s a 
contract by Penn Water for the sale of electric energy 
to Consolidated of Baltimore at wholesale in interstate 
commerce, and that under such contract Penn W^ter 
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does sell electric energy at wholesale in interstate 
commerce to Consolidated. Further, staff counsel con¬ 
tends that there is no question of intrastate commerce 
involved in [1338] Items “H” and “I”. 

Staff counsel contends, also, that the Commission 
has jurisdiction under Section 20 to regulate and con¬ 
trol the rates and charges for the interstate transmis¬ 
sion and sale of electric energy for resale which is 
made by Penn Water under Items “H” and “I”. 

Question No. 6 is as follows: “Is it contended, un¬ 
der Section 20, that the Commission has jurisdiction 
in this proceeding to regulate and control any of the 
services rendered by Pennsylvania Water and Power 
Company, by itself or jointly with Safe Harbor Power 
Corporation, to Metropolitan Edison Company, Penn¬ 
sylvania Power & Light Company, Philadelphia Elec¬ 
tric Company, or Pennsylvania Railroad Company, all 
in the state of Pennsylvania, and to regulate and con¬ 
trol the rates and charges of payment for any of such 
services? If so, which services, rates and charges to 
which companies V 9 

Staff counsel contends that Penn Water sells elec¬ 
tric energy at wholesale in interstate commerce to 
Metropolitan Edison Company, Pennsylvania Power 
and Light Company, and Philadelphia Electric Com¬ 
pany, and that the sales of electric energy made under 
those contracts are not made jointly by Penn Water 
and Safe Harbor. 

Staff counsel further contends that Safe Harbor 
sells all of its electric energy under the contract identi¬ 
fied in this proceeding as Items “E”, “F”, and “G” 
to Penn Water and [1339] Consolidated of Baltimore. 

Staff counsel contends that the rates and charges 
under Items “H” and “I” in this proceeding and in 
the sales of electric energy to Pennsylvania Power 
and Light Company, Metropolitan Edison Company, 
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and Philadelphia Electric Company, are all subjec to 
the Commission’s jurisdiction under Section 20. Staff 
counsel is not asserting any claims with respect to 
Exhibit 10, which is the Pennsylvania Railroad con¬ 
tract, but that is not to say that the Commission is 
without jurisdiction over that contract. 

Question number seven: 4 ‘Is it contended that the 
Commission has jurisdiction in this proceeding uijder 
the Act to regulate and control or to determine ^nd 
fix by order any division of rates or charges which 
may be received by Pennsylvania Water and Pdwer 
Company for services rendered jointly with others? 
If so, which divisions?” 

Question number 7 has no relevance to the pro¬ 
ceeding for, as staff counsel views it, Penn Water! has 
no joint rates. 

Question number eight is as follows: “Is it Con¬ 
tended that the Commission has jurisdiction in this 
proceeding under the Act to regulate and control, or 
to determine and fix by order, any rates or charge^ for 
services rendered jointly with others, without making 
such other participants in such joint services parties 
respondent to this proceeding?” 

This question is likewise irrelevant, because as 
staff [1340] counsel views it, Penn Water has no ^oint 
rates. 

Question number nine: “Is it contended, under 
Part II of the Act, that the Commission has any juris¬ 
diction to determine and fix by order any of the r^tes, 
charges or classifications of Pennsylvania Waterj and 
Power Company for services rendered to its cus¬ 
tomers? If so, is the authority of the Commission in 
this proceeding to be exercised under Part II of the 
Act, particularly Sections 206 (a) or 206 (b) thereof?” 

Staff counsel contends, among other things, that 
the Commission has jurisdiction under Part II tt> de- 
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does sell electric energy at wholesale in interstate 
commerce to Consolidated. Further, staff counsel con¬ 
tends that there is no question of intrastate commerce 
involved in [1338] Items “H” and “I”. 

Staff counsel contends, also, that the Commission 
has jurisdiction under Section 20 to regulate and con¬ 
trol the rates and charges for the interstate transmis¬ 
sion and sale of electric energy for resale which is 
made by Penn Water under Items “H” and “I”. 

Question No. 6 is as follows: “Is it contended, un¬ 
der Section 20, that the Commission has jurisdiction 
in this proceeding to regulate and control any of the 
services rendered by Pennsylvania Water and Power 
Company, by itself or jointly with Safe Harbor Power 
Corporation, to Metropolitan Edison Company, Penn¬ 
sylvania Power & Light Company, Philadelphia Elec¬ 
tric Company, or Pennsylvania Railroad Company, all 
in the state of Pennsylvania, and to regulate and con¬ 
trol the rates and charges of payment for any of such 
services? If so, which services, rates and charges to 
which companies ?” 

Staff counsel contends that Penn Water sells elec¬ 
tric energy at wholesale in interstate commerce to 
Metropolitan Edison Company, Pennsylvania Power 
and Light Company, and Philadelphia Electric Com¬ 
pany, and that the sales of electric energy made under 
those contracts are not made jointly by Penn Water 
and Safe Harbor. 

Staff counsel further contends that Safe Harbor 
sells all of its electric energy under the contract identi¬ 
fied in this proceeding as Items “E”, “F”, and “G” 
to Penn Water and [1339] Consolidated of Baltimore. 

Staff counsel contends that the rates and charges 
under Items “H” and “I” in this proceeding and in 
the sales of electric energy to Pennsylvania Power 
and Light Company, Metropolitan Edison Company, 
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and Philadelphia Electric Company, are all subject to 
the Commission’s jurisdiction under Section 20. Staff 
counsel is not asserting any claims with respect to 
Exhibit 10, which is the Pennsylvania Railroad con¬ 
tract, but that is not to say that the Commission is 
without jurisdiction over that contract. 

Question number seven: “Is it contended that the 
Commission has jurisdiction in this proceeding under 
the Act to regulate and control or to determine and 
fix by order any division of rates or charges wliich 
may be received by Pennsylvania Water and Pojfver 
Company for services rendered jointly with others? 
If so, which divisions!” 

Question number 7 has no relevance to the pro¬ 
ceeding for, as staff counsel views it, Penn Water has 
no joint rates. 

Question number eight is as follows: “Is it con¬ 
tended that the Commission has jurisdiction in this 
proceeding under the Act to regulate and control or 
to determine and fix by order, any rates or charges] for 
services rendered jointly with others, without making 
such other participants in such joint services paijties 
respondent to this proceeding!” 

This question is likewise irrelevant, becausd as 
staff [1340] counsel views it, Penn Water has no j^int 
rates. 

Question number nine: “Is it contended, uiider 
Part II of the Act, that the Commission has any juris¬ 
diction to determine and fix by order any of the r^tes, 
charges or classifications of Pennsylvania Water land 
Power Company for services rendered to its cus¬ 
tomers! If so, is the authority of the Commissioti in 
this proceeding to be exercised under Part II of the 
Act, particularly Sections 206 (a) or 206 (b) thereof!” 

Staff counsel contends, among other things, ^hat 
the Commission has jurisdiction under Part II to de- 
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termine and fix by order the rates, charges or classifi¬ 
cations of Penn Water for the transmission and sale 
of electric energy at wholesale in interstate commerce 
to Consolidated of Baltimore, Pennsylvania Power and 
Light Company, Philadelphia Electric Company, and 
Metropolitan Edison Company. 

Staff counsel contends that such authority exists, 
particularly under Sections 205, 206 and related sec¬ 
tions. 

Question number ten: “Is it contended under Part 
II that the rates or charges of Pennsylvania Water 
and Power Company and Safe Harbor Water Power 
Corporation for services to Consolidated Gas Electric 
Light and Power Company of Baltimore, are for the 
transmission or the sale of electric energy within the 
meaning of Sections 201 (b) and 206 (a), and that 
thereby the Commission has jurisdiction in this pro¬ 
ceeding under such sections to determine the justness 
and reasonableness of [1341] such rates and charges 
and to fix the same by order ? 9 9 

Staff counsel contends that Penn Water sells elec¬ 
tric energy at wholesale in interstate commerce for re¬ 
sale to Consolidated of Baltimore under Items “H” 
and “I”, so designated in this proceeding, that the 
sales of electric energy in interstate commerce for re¬ 
sale made by Safe Harbor are made only under Items 
“E”, “F” and “G”, and that Safe Harbor and Penn 
Water are not engaged jointly in selling electric energy 
at wholesale in interstate commerce for resale to Con¬ 
solidated of Baltimore, and that the Commission has 
jurisdiction under Part II to regulate the rates or 
charges for the transmission or sale of electric energy 
to Consolidated of Baltimore by Penn Water. 

Question number eleven: “Is it contended under 
Part II that the Commission has any jurisdiction in 
this proceeding to determine and fix by order the com- 





Ralph L . Thomas, Direct 


ponent parts of the rates and charges of Respondents 
for the special facilities services rendered to Consoli¬ 
dated Gas Electric Light and Power Company, com¬ 
prising the furnishing of the Highlandtown substation 
facilities and the Gunpowder Falls transmission line 
in the state of Maryland?” 

Staff counsel contends that the Commission! has 


complete jurisdiction under Part II of the Act to regu¬ 
late the interstate transmission or sale of electric 
energy for resale in interstate commerce to Consoli¬ 
dated of Baltimore by Penn Water. 


[1342] Question number 12: “Is it contended under jPart 
II that the Commission has any jurisdiction in this 
proceeding to determine and fix by order the component 
parts of the rates and charges of Pennsylvania Water 
and Power Company and Safe Harbor Water Power 
Corporation to Consolidated Gas Electric Light and 
Power Company for the services rendered by them 
jointly with others to the Pennsylvania Railroad Com¬ 
pany in the state of Maryland ? ’ ’ 

Question number 12 is irrelevant for, as staff coun¬ 
sel views it, Penn Water and Safe Harbor are not en¬ 
gaged in rendering joint service and staff counspl is 
asserting no claims with respect to the Pennsylvania 
Railroad contract. 

Question number 13: “Is it contended under J^art 
II that the rates or charges of Pennsylvania W[ater 
and Power Company by itself or jointly with Safe 
Harbor Water Power Corporation for any ofi the 
capacity, energy or special services to Metropolitan 
Edison Company, Pennsylvania Power and Light Com¬ 
pany, Philadelphia Electric Company, or Pennsylvania 
Railroad Company, all in the state of Pennsylvania, 
are subject to the jurisdiction of the Commission in 
this proceeding? If so, which of the rates or charges 
for such services to which of such customer com¬ 
panies?” 
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Staff counsel contends that Penn Water is engaged 
in the sale of electric energy for resale in interstate 
commerce to Metropolitan Edison Company, Pennsyl¬ 
vania Power and Light [1343] Company, and Philadel¬ 
phia Electric Company, and that Penn Water and Safe 
Harbor do not render any services jointly to these 
companies. 

Staff counsel also contends that the sales of elec¬ 
tric energy described are subject to the Commission’s 
jurisdiction under Part II of the Act. 

Staff counsel is not asserting any claims with re¬ 
spect to Exhibit 10, which is the Pennsylvania Railroad 
contract, but that is not to be construed as meaning 
that the Commission is without jurisdiction over this 
contract. 

Question number 14: “Is it contended under Part 
II that the rates and charges of Pennsylvania Water 
and Power Company, jointly with Safe Harbor Water 
Power Corporation, Consolidated Gas Electric Light 
and Power Company of Baltimore, and Potomac Elec¬ 
tric Power Company, for services to Pennsylvania 
Railroad Company, are sales of electric energy at 
wholesale within the meaning of Sections 201 (b) and 
201 (d), and are thereby subject to the jurisdiction 
of the Commission in this proceeding?” 

This question is irrelevant for staff counsel is as¬ 
serting no claims with respect to the Pennsylvania 
Railroad contract. 

Question number 15: “Which of the rates, charges 
or classifications for services, which it may be con¬ 
tended are subject to the jurisdiction of the Commis¬ 
sion in this proceeding under Part II, or which of the 
rules, regulations, practices or contracts affecting such 
rates, charges, or classifications, is [1344] it contended 
are unjust, unreasonable, unduly discriminatory or 
preferential?” 



John A. Walls, Cross 


457 


Staff counsel contends that the rates involved in 
the sale of electric energy at wholesale in interstate 
commerce by Penn Water to Consolidated of Balti¬ 
more, Metropolitan Edison Company, Pennsylvania 
Power and Light Company and Philadelphia Electric 
Company are unjust and unreasonable. Staff counsel 
further contends that the Commission’s authority re¬ 
lates not only to the rates involved but to all 6f the 
provisions of the contract and all terms and conditions 
thereof which the Commission in the exercise of the 
authority may order revised in accordance wiih the 
facts in this case. 

Mr. Sparks: Of course, Mr. Examiner, I halre not 
had an opportunity to analyze the answers which Mr. 
Goldberg has given. Obviously he has not answered 
all of the questions directly or specifically, so I ^hould 
like some time to study the answers after we have had 
an opportunity to read them in the record, and take 
such position and make such representations here as 
we deem advisable at that time. 

• • • 

[1348] JOHN A. WALLS. 

• • • 

Cross-Examination. 

By Mr. Goldberg : 

• • • 

[1362] Q. Isn’t it a fact, Mr. Walls, that constructioij work 
on the McCall Ferry project ceased in November, 1907? 
A. I do not believe that is the case, but I am not competent 
to testify on that. There are others in the company who 
have investigated the matter who may be called upon to 
give you that information. 

Q. I am interested in your statement that you do not 
believe it is the case. Why do you say that? A. I be¬ 
lieve that some construction work was done in 1908. 

[1363] Q. Such as? A. Work on Cully’s Cut. 
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Q. Tailrace excavation? A. Yes. Some concrete 
placement, building of a ramp, design of the plant details, 
etc. 

Q. And those matters which you have just enumerated 
are matters which came to your attention when you first 
went to the project in 1909, or since 1909? A. Both. 

Q. Did you in connection with the company’s original 
cost determination review the matter of cessation of con¬ 
struction work on the McCall Ferry project? A. Not in 
detail at all. 


• • • 


[1364] Q. Did you express an opinion at the time you talked 
to him that there had been no cessation of construction work 
in November, 1907? A. I don’t think I did because that 
would be subject to definition as to what is cessation of 
construction, whether it is temporary or for a limited pe¬ 
riod such as for the season or because of a flood. I do 
not believe I discussed those things in detail to a degree 
that I remember. 

[1365] Q. What did you think Mr. Gunn was discussing 
with you when he was talking about cessation of construc¬ 
tion work in November of 1907? A. I think that was a 
general term for the interruption which took place in the 
normal, or we might say steady, progress of construction 
work due, in the case of 1907, to the failure of the Knicker¬ 
bocker Trust Company. 

Q. You say “Interruption which took place.” What 
do you mean by interruption? A stopping of the work for 
a limited period of time and then resumption at a later 
date? A. No, not necessarily. 

Q. What do you mean? A. Interference with the 
steady progress of the work. I do not believe that at that 
time all of the people were discharged from the work. 
Some work may have gone on at very slow pace. That I 
don’t remember. 
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Q. You say not all of the people were discharged. Do 
you know how many people they had before November 1007, 
working on the project? A. I don’t remember. 

Q. Do you know how many people they retained? 
A. A few. 

Q. How many? A. I don’t remember. 

Q. Very few? [1366] A. I judge a few. | 

Q. You wouldn’t call the few that remained, a construc¬ 
tion crew, would you ? A. It depends on what they were 
doing. 

Q. What were they doing? A. I don’t know. I 
don’t recall. 

• • • 

[1368] Q. At least describing the work generally as you 
have, your impression of what was carried on, isn’t it fair to 
describe the work during the period which I refer to as the 
period of cessation, and you as the period of interruption 
to construction, as consisting of necessary maintenance, 
clean up, tailrace excavation, and the placing of a small 
amount of concrete required to protect the existing plknt. 

• * • 

[1369] The Witness: That was important work, and it is 
my impression that it consisted generally of that, but 
the Tailrace work was an especially important con¬ 
struction job. 

By Mb. Goldberg : 

Q. It was the type of work which could be carried on 
independently of the cessation. Isn’t that so? A. I ddn’t 
understand what is meant, 4 ‘ Independently of the cessa¬ 
tion.” 

Q. It was a special job which could be carried on, eyen 
though no other construction work was going on at the 
project. [1370] Isn’t that so? A. It could be, but it tvas 
not carried on for that reason. I judge it was carried! on 
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because it was such an essential portion of the work to get 
completed so as to be out of the way when the powerhouse 
construction would start. 

• • • 


Q. The work was continued, as you understand it, to 
secure the benefit of progress which had already been made 
in completing the tailrace excavation. Is that right ? A. 
No, sir. This was work that it was desirable to do if pos¬ 
sible with the least interference with the powerhouse con¬ 
struction. It was because of this situation that the tailrace 
was below, in other words, south of the powerhouse, and 
the excavated rock from the tailrace had to be carried 
across the construction area to the north of the power¬ 
house and there deposited in a ramp. Had the power¬ 
house construction work [1371] and the tailrace construc¬ 
tion work gone on together there would have been a cer¬ 
tain amount of confusion in bringing the cars of rock from 
the south to the north and in bringing the machinery in 
from the east to the west and in bringing concrete ma¬ 
terials in from east to west crossing over this very limited 
construction area. So it seems to me it was a great advan¬ 
tage to get that tailrace work out of the way before the 
powerhouse construction started, and I should think as an 
engineer that it would make the cost of the construction 
cheaper in the end to have done it that way. 

Q. Doesn’t your explanation bear out what I said some 
moments ago, that it was a special type of job? A. Any 
type of job in connection with a power plant might be said 
to be special. 

Q. It was the type of job which you had said it was 
beneficial to carry on when other construction work, par¬ 
ticularly of the powerhouse, was not going on. Isn’t that 
so? A. That is true. 
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[1491] Q. # # • Mr. Walls, just how did the failure of 
Knickerbocker Trust Company make it impossible for Mc¬ 
Call Ferry Power Company to secure necessary funds to 
continue construction? A. I can’t answer that. That 
can be answered by somebody who has gone through {he 
record and studied it. 

Q. But you have testified it was the failure of the 
Knickerbocker Trust Company that made it impossible for 
McCall Ferry Power Company to secure the necesshry 
funds for continuing construction of its plant. As a Re¬ 
sult they had to curtail their work. A. That is right. 
That is a matter of general knowledge at the time, but I 
don’t have in mind the details. 

Q. I want to know what your general knowledge is 
based on. I want to know how much substance your opin¬ 
ion has. A. I know there was the Knickerbocker Trikst 

i 

failure. I am aware from the records that the work wtas 
curtailed as a consequence of lack of money, attributed to 
the Knickerbocker Trust failure. I can’t go into any far¬ 
ther detail without examining the records, but you can get 
all of that information from witnesses who will be avail¬ 
able. 

Q. I am trying to find out what you know about it. 
How much money was on deposit with the Knickerbocker 
Trust [1492] Company when it failed? A. I don’t knofw. 

Q. If it hadn’t failed was there sufficient money in the 
bank to complete the project? A. I don’t know. 

Q. Do you know whether in the initial financing suifi- 
cient funds were secured to complete the project as 
planned? A. Of the McCall Ferry Company? 

Q. Yes. A. I do not know. 

Q. If it were the fact that when the project was in¬ 
itially financed by McCall Ferry Power Company they hhd 
not secured sufficient funds to complete the project, woufd 
you say that the failure to complete the project was due 
to the bankruptcy of the Knickerbocker Trust Company? 
A. Yes. 
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Q. Why? A. Because I have had too much experi¬ 
ence in constructing power plants where money was not 
available at the beginning in sufficient amounts, and where 
it was necessary to scrape it together from time to time, 
often under considerable hardship, but nevertheless work 
was carried on. I refer now to the Shawinigan Power 
plant. 

Q. But assuming further that there wasn’t enough 
money [1493] in the Knickerbocker Trust Company to com¬ 
plete the project, and enough funds could not have been se¬ 
cured from Knickerbocker Trust Company on loan, using 
the initial financing as collateral, would you still say that 
the failure of the Knickerbocker Trust Company caused the 
cessation of the work in November of 1907? A. Yes, in 
this sense: That the Company might have secured funds 
from some other source. 

Q. Why didn’t it go to another source? A. It wasn’t 
practicable at that time. There was a panic. 

Q. When was the initial financing done? A. I don’t 
know. 

Q. You know it was in 1905, don’t you? A. No, I 
don’t remember. 

Q. Let’s assume it was in 1905. When did the Knicker¬ 
bocker Trust Company fail? A. I think in November of 
1907. I am not sure of the month. 

Q. So if my assumption as to the completion of the 
initial financing is correct there was a period of two years 
during which time the McCall Ferry Power Company knew 
they did not have enough funds to complete the project. 
Isn’t that so? A. That I judge is so. 

[1494] Q. And during those two years they had the oppor¬ 
tunity of securing the additional funds, didn’t they? A. 
I assume so. 

Q. There was no panic in those two years? A. Not 
that I know of. 

Q. There had been no failure of the Knickerbocker 
Trust Company? A. True. 
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Q. So, despite the fact the opportunity was available 
to them, they made no effort to secure those funds. Isn’t 
that so? A. That is true, but I assume there was no 
necessity in the absence of fore-knowledge of the panic.! It 
would perhaps be better to get the money later on if it 

was going to be available and pay less interest on it. j 

• • • 

[1515] Q. What work other than that performed by Em¬ 
pire was carried on by the receiver, Mr. Aldred, during the 
receivership? [1516] A. Designing work, contracting 
for equipment, organization of the personnel to be ex¬ 
panded later into the force required for later design, qon- 
struction and operation. 

I judge that there were property matters that chme 
up for consideration, but I was not familiar with then*. 

Q. Did you mention the letting of construction Con¬ 
tracts? 

I think you mentioned contracts for equipment. I was 
wondering whether you had intended to include, in con¬ 
tracts for equipment, contract with Empire Engineering? 
A. I had omitted to mention that. It is true that that is 
one of the things the receiver did. 

Q. Who was carrying on the design work? A. It 
was being carried on under my direction. 

Q. Under your direction? A. Yes. 

Q. So that began not earlier than November 1, 19(j)9? 
A. The additions or changes to the previous plans w^re 
started then under my direction. But there were pretty 
complete detailed plans for much of the work in existence 
at that time. 

• • « 

[1517] Q. What contracts for equipment were made during 
the receivership? A. I cannot be too sure about that, 
but I think in connection with the generators and turbines, 
possibly other electrical equipment, but I do not recall 
definitely the dates when those contracts were entered into. 
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Negotiations started during the receivership, but 
whether they were terminated then or later on in 1910,1 do 
not recall. 

[1518] Q. Who undertook the organization of personnel 
during the receivership? A. The Empire Engineering 
Corporation had its own organized personnel, and when I 
came in November 1, I started to organize the company’s 
personnel. 

Q. What were these property matters that you refer 
to? A. I wasn’t familiar with the property matters at 
that time, but I think that there was some disagreement 
over property matters with a man named Heine, at Pequea. 
I think also matters were taken up with the Pennsylvania 
Railroad, but I am not sure of that as to date. 

Q. Relocation of tracks? A. Not the relocation it¬ 
self but some property matters growing out of the reloca¬ 
tion of the tracks. 

Q. Who was carrying on the property matters? A. 
Mr. Clarke. 

• • • 

[1687] Q. Glancing down the balance of page 2 and page 
3 of that report [Exhibit 79], do you find any statements 
in there to which you find you cannot subscribe now? A. 
With the exception of the interpretation which I have placed 
upon the first sentence of the fourth paragraph I see noth¬ 
ing to which I would object greatly other than the state¬ 
ment that there has recently been installed a system of 
flash boards at the top of the dam whereby we obtain an 
increased head of four feet with resultant increase in the 
storage capacity above the dam. I take no exception to 
that. 

“This device should give the plant an increased 
efficiency of about 25 per cent at the low stage of the 
river.” 

[1688] I think that statement is one which really requires 
amplification because the device actually produced greater 
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pondage and greater head. I do not know how you would 
apply a percentage figure to those two things. 


[1752] Q. You have told us that Safe Harbor makes jits 
service available under the three-party contract, Items 
“E”, “F” and “G”, Exhibit No. 71 up to the end of De¬ 
cember 31,1945, that is for Exhibit 71 to Edison Light aind 
Power, Exhibit 73, Philadelphia [1753] Electric, and Ex¬ 
hibit 76 to Penn Power and Light Company. Right? |A. 
Yes, sir. 

Q. What do you mean when you say, 4 ‘Safe Harbor 
makes its services available” under those contracts, tak¬ 
ing up each one separately, if you will? A. In general I 
mean by making its services available that Safe Harbor, 
by contract, is supposed to stand ready to supply the en¬ 
titlements of the customers as the customers may draw on 
those entitlements. 


The entitlements differ under the four contracts. They 
are very different as to details and each contract, of course, 
would have to be considered by itself in all its details in 
connection with any explanation. 

Q. Perhaps I can simplify it by asking the direct ques¬ 
tion: Does Safe Harbor under the contracts known as “l}”, 
44 F” and 44 G” in this proceeding sell electric energy to 
Consolidated and to Penn Water? 

Mr. Sparks: I object, if Your Honor please, on tjhe 
ground that the contracts speak for themselves. 

Trial Examiner: Objection overruled. 

The Witness: “Sell electric energy” is perhaps a v^ry 
loose and inaccurate way of specifying. There is billing jon 
the basis of energy but energy is only one of the attributes 
of the service which the customer is entitled to draw, others 
being, [1754] for example, power, power factor and voltage 
and frequency and perhaps other characteristics. 
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By Mr. Goldberg : 

Q. Aren’t power factor and voltage conditions of serv¬ 
ice? A. I would say that they are all conditions of serv¬ 
ice. Voltage and energy is a condition of service, also. 
[1755] Q. In other words, you sell electric energy of cer¬ 
tain characteristics. That is when you say “Powder factor 
and voltage”. Isn’t that so? A. No, sir. I don’t think 
it is quite that. I think we sell service. It is up to the cus¬ 
tomer to draw under his entitlement as much of that as he 
wishes at such times. 

Now, then, it is the duty of the supplier to provide that 
the draft of energy be in accordance with the terms of the 
contract, for instance, within a certain voltage range and 
that there should be a certain amount of power available, 
if that is what you mean. 

Q. You are telling us that in connection with the sale 
of electric energy when you say that a company sells elec¬ 
tric energy the term covers many conditions of service in¬ 
volved in that sale. Right? A. I would say that selling 
electric energy is a loose way of speaking. It sells electric 
service and billing is based partly on energy. I think that 
is the better way to speak of it. 

Q. Can the customers utilize the service without the 
electric energy? A. No, sir, no more than it can utilize 
the service without the power or without the frequency or 
the voltage or the phases and so forth. 

Q. So the electric energy they receive is a [1756] con¬ 
sideration to the payment they make. Right? A. Is one 
of the attributes of the service. I don’t know how to in¬ 
terpret it otherwise. 

Q. Is it inaccurate for me to say that Safe Harbor sells 
electric energy under items E, F, and G, to Consolidated 
and Penn Water? A. If you mean by that what I mean, 
that actually what is sold is service, if that is a short way 
of saying that and perhaps an imperfect way then it is 
all right. 
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Q. And part of that service is the electric energy— 
right? A. Part of that service is having available elec¬ 
tric energy and power under various stipulated conditions. 

Q. Right, such as power factor, voltage— A. ^ut 

not energy alone or power alone or phase alone. 

Q. The power factor is determined by the customer’s 
load, isn’t it? A. In part, but also determined by ihe 
relative excitation of the fields of the supplier and cus¬ 
tomer. 

Q. You are saying that a part of the service rendered 
under items E, F, and G js the electric energy delivered to 
Consolidated and Holtwood under the conditions prescribed 
in that contract—right? 

* * • 

[1757] The Witness: I wouldn’t say it is a separable part. 
I might say it is one component mixed in with others, all 
of which are required to be available by the supplier to 
the customer. 

By Mr. Goldberg : 

Q. All right. You name all of the components of serv¬ 
ice to Penn Water and Consolidated by Safe Harbor un¬ 
der items E, F, and G. A. Energy. 

Q. Electric energy? A. Electric energy, electric 
power. 

Q. What’s that second one? A. Electric pow|er, 
frequency, voltage, power factor cooperation, proper num¬ 
ber of phases, and a supply naturally is subject to varia¬ 
tion from time to time as to the quantity of energy, and 
there are certain tolerances with respect to voltage, fre¬ 
quency and power factor. 

Q. Will you say there are certain—when you say thire 
are certain tolerances you mean there is a certain leew[ay 
from the power factor designated in the contract, volt4ge 
and frequency designated in the contract—is that right? 
A. Yes, sir, from the normal. 
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Q. Will you describe now all of the components of 
service under Exhibit 71 by Safe Harbor? [1758] A. 
They would be the same as to the characteristics and serv¬ 
ice but would differ as respects the amounts as perhaps 
in some other respects, too. 

Q. You mean may differ in the amount of kilowatt 
hours and the demands? A. And perhaps the voltage 
and some other things. 

Q. But Exhibit 71 would involve, would it not, elec¬ 
tric energy, electric power, frequency, voltage, power fac¬ 
tor, proper number of phases, and the supply subject to 
variation from time to time with respect to the quantity of 
energy and would involve certain tolerances with respect 
to the voltage, frequency and power factor—right? A. 
Yes, sir. 

Q. In other words, all of the components of service 
that are in items E, F, and G, are also in Exhibit 71, with 
the qualification that in Exhibit 71 there may be variations 
in the detail in degree—right? A. I think that is right. 

Q. Is that true of Exhibit 72? A. I think so. 

Q. Exhibit 73? A. I think so. 

Q. Exhibit 76? A. Yes, sir. 

Q. Do you know of any contracts that do not involve 
[1759] these components of service which you have de¬ 
scribed? A. I don’t recall any now. 

Q. In other words, it may be said that in all contracts 
the disposition, the output of generating units to customers 
involve these components of service you have described— 
right? A. Yes, sir; • • • 


• • • 

[1763] Q. What you have told us about the rendering of 
this electric service amounts to this, does it not: Someone 
decides to buy his water in bottles, spring water, for in¬ 
stance. He just does not buy water. He wants such water 
to have a certain bacterial content and so forth; isn’t that 
so? A. Yes. 
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Q. And that is what you have in mind when you break 
up the kilowatt hours in these components, the same way 
that I just broke up the water into its components, bacterial 
content, and so forth? A. It is a little different frbm 
that because the customer couldn’t be satisfied merely wlith 
energy which he might draw, let us say, over 24 hour^ a 
day at low power, because his load might be peaked, which 
would require him to have that energy available during cer¬ 
tain hours at a very high rate, in other words, a high pow|er. 

Q. In other words, it is like this man I am talking about 
that buys water. He is not satisfied with just any water. 
He wants water of certain characteristics at the times he 
needs it and wants it. Right? A. Yes. I think ;he 
example would be a little more apt if you would refer to 
flowing water where the customer can [1764] open his spigot 
at his wish and draw the amount of water which he wisljies 
at the pressure which he wishes and have the characteris¬ 
tics which he wishes. 

* # • 

[1765] Q. The commodity that you generate, transmit, ^ell 
to your customer, that is the electric energy or kilowatt 
hour component—right? 

• • • 

The Witness: No, sir. I should say the commodity is 
the electric service which consists of energy and th^se 
other attributes. 

i 

By Me. Goldberg : 

Q. But the commodity that you generate is the electric 
energy or kilowatt hours—right? A. We generate 
energy at a certain rate and under certain conditions, but 
that does not make energy the commodity in my opinion. 

Q. To get that ultimate commodity there are otijier 
factors that are involved such as rate of delivery that you 
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mentioned and voltage and frequency—right? A. No. 
I should say when you look at electric supply as a whole, 
energy is just one characteristic of it, and energy is not the 
only thing that is sold. Ordinarily the billing is on the 
basis of energy, plus, of course, charges for other services 
which might be rendered. 

• • • 

[1766] Q. Is it your statement that Safe Harbor does not 
sell electric energy under Items “E”, “F” and “G” to 
Consolidated and Penn Water? A. I believe that is the 
case, that it does not sell energy itself to Consolidated. 
Consolidated draws energy. 

Q. You say it does not sell electric energy to Consoli¬ 
dated itself? A. It does not sell electric energy itself to 
Consolidated. 

Q. By that you mean that the electric energy that is 
sold to Consolidated and Holtwood is the result of the 
other characteristics or conditions of service that you men¬ 
tioned, [1767] such as frequency, voltage, power factor, 
proper number of phases, electric power, and so forth— 
right? A. Not quite that. It is more this way: that the 
supplier holds itself ready to supply the draft of energy 
which may be drawn at the customer’s volition, and the 
billing in the case of Consolidated is not related to energy 
as it is with the other customers, including the railroad, 
Lancaster, Coatesville, Metropolitan. 

* • • 

[1769] Q. Now to get back to my question: Does Safe 
Harbor sell electric energy to Consolidated and to Holt- 
wood under [1770] Items “E”, “F” and “G”? 

• • • 

The Witness: I don’t think that it does. It sells serv¬ 


ice. 
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By Mb. Goldberg : 

Q. It does not sell electric energy? A. As such^ no. 
It sells service. 

Q. What does that “as such” mean? A. Entergy 
is one attribute of the service, but one among many. I 
don’t want to exclude the thought that energy comes into 
the supply that is taken by Consolidated, but it is not) the 
billing basis and it is not what Safe Harbor, to my mind, 
sells. 


[1771] Q. The energy that you conceive of as being trans¬ 
mitted over those lines at Baltimore are measured in t^rms 
of kilowatt hours at the customer’s premises—right? A. 
Yes, sir. 

Q. Nevertheless, you say Safe Harbor does not | sell 
electric energy under their contract, right? A. That is 
my interpretation of it, yes, sir. 

Trial Examiner: May I test one of your answers 
you gave previously by reversing the language a bit? 
Would you say as an attribute of service that Safe Har¬ 
bor sells energy? 

[1772] The Witness: No, sir, I don’t think Safe Harbor 
sells energy to Consolidated. It makes energy available 
to Consolidated and Consolidated draws that energy but 
does not pay for that energy on the basis of the amount 
of energy it receives. 

Trial Examiner: Not even as an attribute of serv¬ 
ice? 

The Witness: Not even as an attribute of service to 
Consolidated Company, although I would prefer my ex¬ 
planation to an assertion that energy was not an attribute 
of service. That is a little difficult for me to decide at| the 
moment. 
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By Mr. Goldberg: 

Q. Are you saying in that answer to the Trial Exam¬ 
iner, Mr. Walls, that Safe Harbor does not sell electric en¬ 
ergy to Consolidated because the contract does not provide 
a rate per kilowatt hour like some contracts do? A. Yes, 
in the sense that Consolidated pays the same amount, you 
might say, whether the energy is great or little so that the 
billing is not dependent upon the amount of energy, as, 
for example, in cases where in the old times electric light¬ 
ing was sold on a flat rate. You paid so much and used 
the lamps in your house as much as you pleased. 

Q. You say, then, that there is no sale of electric 
energy because the payments under the contract are not 
arranged in terms of a rate per kilowatt hour—right ? A. 
Yes, sir, I would say then that sale is not attached to 
energy. 

[1773] Q. But that is not the fact, is it, with respect to 
the contracts which are numbered 71, 73 and 76. Is that 
right? A. I would say in all cases we ought to use the 
words “sell service” and not “sell energy.” But actually 
energy is billed along with demand charge for power in 
contracts 71, 73 and 76. 

Q. Would you say that electric energy is not sold un¬ 
der Exhibits 71, 73 and 76? A. Strictly speaking energy 
is not sold. It is service that is sold. 

Q. Is it your statement that strictly speaking electric 
energy is never sold, that it is service that is sold? A. 
I would think that would be a more accurate way of speak¬ 
ing, but it is not the usual way and very often I do not 
speak of it in that accurate way. 

Q. In the usual sense you would say electric energy is 
sold under Exhibits 71, 73 and 76—right? A. Yes, sir. 

Q. But you would not say that in the usual sense with 
respect to Items “E”, “F” and “G”—right? A. Yes, 
sir. 

Q. And you would not say it in the usual sense with 
respect to Items “H” and “I”, which is the contract be- 
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tween Holtwood and Consolidated—is that right? A. 
Yes, sir. 

[1774] Q. Yon consider the contracts “E”, “F” and “G” 
and “H” and “I” of the same character and on the same 
footing—right? A. In general, yes, sir. 

• • • 

Q. I mean what is the difference between what is de¬ 
livered at Lancaster, York, Coatesville, Holtwood land 
Baltimore? A. They are all the same in that they are 
electric supply . 

Q. All kilowatt hours? A. All kilowatt hours with 
the other attributes. 

• • • 

[1775] Q. • # # Let me start over again. Let me first 
mention the contracts under which Penn Water sells. Those 
contracts in 1939 are Items “H” and “I”, Exhibit 71,^Ex¬ 
hibit 73, and Exhibit 76—right? A. Pennsylvania Rail¬ 
road should be included. 

• • • 

[1776] Q. I mentioned “H” and “I”, the two-party agree¬ 
ment. A. Yes. 

Q. Exhibit 71, which is the York supply, Exhibit 73, 
Coatesville supply, Exhibit 76, Lancaster supply, and jyou 
have added Pennsylvania Railroad contract. Right? A. 
Yes, sir. 

Q. Then the only contract they had in 1939 to purchase 
were items “E”, “F” and “G’’■—right? A. I think that 
is right. 

Q. I am not talking about the interchange agreements. 
A. Yes. 

Q. And the situation was the same in 1940, wasn’t it? 
A. Yes, sir. 
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Q. And the same in 1941? A. Yes, sir. 

Q. And the same in 1942? A. Yes, sir. 

Q. And 1943? A. Yes, sir. 

Q. The same in 1944? A. Yes, sir. 

Q. The same In 1945—right? [1777] A. Yes, sir. 

Q. But in 1946 Exhibit 71 was superseded and replaced 
by Exhibit 72, which is the agreement between Penn Water 
and Metropolitan Edison—is that right? A. Yes, sir. 

Q. In 1932 what contracts did Safe Harbor have? I 

can help you on one of them, “E”, “F” and “G”- 

A. I don’t remember. 

Q. Which is the three-party contract. That certainly 
was in existence in 1932, right? A. Yes, sir. I would 
have to look up the others. I don’t recall at the moment. 

Q. If you find that they had any other contracts in 
1932 I wish you would let me know. A. Very well. 

Q. In 1933, and for every year up to and including 
today, Safe Harbor had the contract identified as Items 
“E”, “F” and “G”—right? A. Yes, sir. 

Q. Do you say that Safe Harbor had any other con¬ 
tracts between 1933 and today for the sale of electric 
energy? A. Other contracts than what? 

Q. "E”, “F” and “G”. 

A. It had contracts, omitting for the moment con¬ 
sideration for the sale of electric energy. 

[1778] Q. All right. A. It had other contracts. 

Q. Had what? A. It had other contracts, but I don’t 
recall the dates of them. 

Q. Are you referring to the Lancaster power sup¬ 
ply contract which is dated May 1, 1933? A. Yes, sir. 

Q. Are you referring to the Coatesville power supply 
contract dated August 1, 1933? A. I think so, yes, sir. 

Q. You would say, then, that Safe Harbor had contracts 
with those companies named in Exhibit 73 and 76 in 1933 
and for every year thereafter including today—right? 
A. Yes, sir. 


John A. Walls, Cross 


475 

Q. And you would say that beginning with 1935 jSafe 
Harbor had an agreement known as the York power sup¬ 
ply contract beginning with that date down to and includ¬ 
ing December 31, 1945. Is that right? A. Yes, sir. 

Q. Would you say that Safe Harbor has an agreement 
with Metropolitan Edison Company known as the Metro¬ 
politan Edison power supply contract of November 15, 
1945? 

• # • 

[1779] The Witness: No, sir. 

• * * 

Q. Now, is it your statement that Safe Harbor Sells, 
first, to use your term, electric service under Exhibits 71, 
73 and 76? A. Yes, sir. 

Q. Now, will you say, accepting my phrase, that it ^ells 
electric energy under those contracts? A. Excepting? 

Q. No, not excepting but accepting my phrase th^t it 
sells electric energy under those contracts. A. No, I 
would say that it sells only electric service. 

Q. Electric service? A. Yes. 

Q. And you say that Safe Harbor sells electric serv¬ 
ice under Items “E”, “F” and “G”—right? A. iYes, 
sir. 

Q. Isn’t it a fact that Safe Harbor sells all of its ^lec- 
tric service, to use your terms, under Items “E”, “F” and 
“G”? [1780] A. I don’t know how that would be in¬ 

terpreted. As I look at it, being a party to these three 
contracts, Safe Harbor may be said to be in positioin to 
sell and may be selling service. It is a legal matter and 
I can’t decide it. 

• • • 

Q. • # # is it your statement that Safe Harbor floes 
not render all of its electric service under Items “E”, ‘|‘F” 
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and “G”? A. I think that it does render all of its serv¬ 
ice under Items 44 E”, 44 F” and 4 4 G ”, but it renders that 
service to a pool, which service is extended to other cus¬ 
tomers. 

Q. And that is the case with respect to Exhibit 72, is 
it not? 

• • • 

The Witness : Except for the legal implications I think 
that is true. 

• • • 

[1781] By Mb. Goldberg: 

Q. Your engineering and layman’s concept—right? 
You were not giving me a legal answer when you said 4 4 That 
is true”—right? A. No, sir, an engineering answer. 

• • • 

Q. Now, then, in view of the fact that the electric 
service is fed into a pool, the condition of service was the 
same under the superseded contract, Exhibit 71, as it is 
under Exhibit 72—right? A. Legally, or engineering 
viewpoint ? 

Q. Engineering viewpoint. [1782] A. I see no dif¬ 
ference. 

# • • 

[1783] Mr. Goldberg: I think I can dissipate any con¬ 
fusion which may exist. 

Trial Examiner: Very well. 

Mr. Goldberg: If I were to say this: Exhibit 71 
is the York Power Supply contract under which service 
was rendered to Edison Light and Power Company. 

Penn Water and Safe Harbor were named parties 
in that agreement. 

That contract was superseded by Exhibit 72, be¬ 
ginning January 1, 1946, and in the new contract only 
Penn Water is a named party, Safe Harbor is not. 
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Now, then, Mr. Walls has stated that with respect 
to the superseded agreement, Exhibit 71, service was 
rendered by Safe Harbor by reason of the fact that it 
fed its service into a pool which pool was drawn upon, 
perhaps, to meet the [1784] requirements of Edison 
Light and Power and Metropolitan Edison, and he has 
further agreed that under the new agreement, Exhibit 
72, Safe Harbor still feeds its service into a popl and 
that pool is drawn upon to serve Metropolitan Edison. 

By Mr. Goldberg: 

Q. Have I correctly stated it, Mr. Walls? A. I 
think so. 

* * • 

[1786] Q. Why was Safe Harbor included in Exhibit 71, 
and left out of Exhibit 72, even though in both cases its 
service is rendered by feeding into a pool? A. I don’t 
know. 

Q. You signed the contract which is known as Exhibit 
71 in behalf of Penn Water and Safe Harbor as president 
of both companies, didn’t you? A. Yes, sir. 

Q. When you signed it in behalf of Safe Harbor as its 
president were you of the opinion that Safe Harbor was 
going to render service directly to the purchasing i com¬ 
panies in Exhibit 71? A. I can’t remember fully, but it 
seems to me that it [1787] was desirable to have Safe 
Harbor a party to the contract partly for tax reason^ and 
perhaps partly for assurance to the customer that the 
customer would be protected by Safe Harbor’s inte^-ven- 
tion, and perhaps for other reasons. I don’t remember 
them now. 

Q. How could the customer be assured of service by 
having Safe Harbor included in the agreement then if Safe 
Harbor had been left out of the agreement? Aj The 
customer would have been dependent upon Penn Water 
only had Safe Harbor been left out, and I suppose th^ cus¬ 
tomer might have felt that he had an extra assurance by 
having Safe Harbor as a party. 
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Q. How could he have extra assurance by having Safe 
Harbor’s name in the contract if Safe Harbor sells all of 
its service under items E, F, and G? A. I can’t ex¬ 
plain it. 

Q. In other words, if it sells all of its service under 
items E, F, and G, it has nothing left to sell to the cus¬ 
tomer under Exhibit 71, isn’t that so? A. There may 
be a legal element involved there that I am not competent 
to speak of. 

• • • 


[1788] The Witness: If Safe Harbor is a party to the 
contract with York Edison with the consent of the other 
parties, Penn Water and Consolidated, I should think that 
Metropolitan would have more assurance of supply than 
if it relied upon a contract with Penn Water alone. 

By Mr. Goldberg: 

Q. Isn’t it a fact that the provisions of the items E, 
F, and G require the sale of all of Safe Harbor’s service 
to Consolidated and Penn Water? Right? 

• • • 


The Witness: Safe Harbor contract, as I recall it, 
gives a contractual entitlement to Penn Water and Con¬ 
solidated on a ratio of one-third and two-thirds, but that 
contractual entitlement I think must be construed in the 
light of the contract between Consolidated and Penn Water, 
so there is an involvement there that prevents me from 
answering that question. 

• • • 

[1791] Q. I mean did Safe Harbor under the provisions 
of Exhibit 71 sell any electric service to the customer com¬ 
panies in that contract? A. All I can say is that it didn’t 
bill it. What was meant by selling it I don’t know from 
your sentence. 
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Q. If they had sold it wouldn’t they have billed it! 
You mean they give it away? A. Well, I think if selling 
and billing are to be considered together then Safe Hhrbor 
didn’t sell. 

Q. As a matter of fact, every penny of revenues that 
Safe Harbor has ever received it received under the elec¬ 
tric service rendered in connection with items E, F, arid G. 
Isn’t that so? A. So far as I remember at the moment. 

# • • 

[1792] Q. Mr. Walls, entirely from the viewpoint of ^our 
familiarity with the operations of the company as its jihief 
executive officer and as its chief engineer for many yCars, 
can you tell us which of the contracts of Pennsylvania 
Water and Power Company involve the transmission or 
sale of electric energy in interstate commerce? A. The 
Penn Water Consolidated contract. 

Q. Items H and I? A. Yes, sir. 

# • • 

[1793] Q. And speaking again from your knowledge oj: the 
company, that is of Safe Harbor Water Power Corpora¬ 
tion this time, having been associated with that company 
as its chief executive officer and in other responsible posi¬ 
tions since its incorporation, which of the contracts of 
Safe Harbor involve the transmission or sale of electric 
energy in interstate commerce in your opinion? 

Mr. Sparks: I will object to the question, if jfour 
Honor please, on the ground that although Mr. Gold¬ 
berg may be willing to state that he is asking the Ques¬ 
tion in order to elicit an answer not legal in its impli¬ 
cations that the answer necessarily does involve l^gal 
implications. 

The reason I say that is this: If it were not for 
the language in the Act referring to transmission and 
sale of energy in interstate commerce, I am quite sure 



480 


John A. Walls, Cross 


Mr. Goldberg would not ask the question. That means 
that there must be some effort here to have the witness 
testify with regard to the meaning of those terms in 
the Federal Power Act. 


[1794] Trial Examiner: The previous question involved 
Penn Water? 

Mb. Goldberg: Yes, the same question except this 
involves Safe Harbor. 

Trial Examiner: Let the Examiner state this: 
That as far as legal concepts are concerned he under¬ 
stands what Respondent’s counsel’s objection amounts 
to and why he makes it. 

If this question had been asked at the very outset 
of the cross-examination the Examiner would be will¬ 
ing to invoke a more stringent or stricter rule in the 
consideration of whether he would sustain that objec¬ 
tion or not. But this witness has been cross-examined 
this morning at some length on this very subject, and 
there has been a great deal of difficulty on the part 
of the cross-examining attorney and the witness to get 
their ideology or ideas in line. 

Now, then, in view of the difficulties encountered 
this morning in connection with this witness ’ engineer¬ 
ing opinion as to whether energy was involved under 
these contracts, the Examiner will permit the present 
question to be [1795] put as a necessary culmination, 
or as a last resort, to counsel in getting answers con¬ 
cerning the transmission of energy, or the sale of 
energy. 


[1796] Trial Examiner : Involved in this question is some 
conception of what interstate commerce is. 
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Mr. Sparks: That is right. 

Trial Examiner: To that extent counseFs objec¬ 
tion is well taken. 

But in view of the whole discussion which has been 
had with regard to the operations of these two com¬ 
panies the Examiner believes the witness is capably of 
answering the question without injustice to himself or 
Respondent. 

The objection is overruled. 

Mr. Sparks: May it be understood, if your Honor 
please, that the witness is not giving a legal answer to 
the question! 

Trial Examiner: That is correct. 


[1797] The Witness: From an engineering viewpoidt I 
should say the three party contract- 

By Mr. Goldberg: 

Q. Items E, F, and G. A. Items E, F, and G. I 
can’t trace any particular kilowatt in interstate commence. 

Q. We know, for instance, that the kilowatt hours tjhat 
go over the 220 K. V. lines from Safe Harbor to Baltimore 
which originate at Safe Harbor originate in Pennsylvania 
and are transmitted into Maryland. Right? A. Yes, 
sir. 

Q. When I said ‘‘interstate commerce”, that is what 
you understood me to mean, origin in one state and trans¬ 
mission into another state—right? A. Yes, sir. 

• • • 

[1799] Q. As an engineer, and as a man familiar with the 
operations of Pennsylvania Water and Power Compahy, 
is it your statement that the York Power Supply contract, 
the Coatesville Power Supply contract and the Lancaster 
Power Supply contract do not involve the transmission 
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of electric energy which originated outside of the State of 
Pennsylvania! A. No, I should say that electric service 
is sometimes backfed from Maryland to these customers, 
and that perhaps sometimes interchanged power from some 
of them may cross the line into Maryland? 

Q. Yes, and that the amounts of electric energy which 
are transmitted up to the supply centers of Coatesville, 
York, and Lancaster under those agreements we have dis¬ 
cussed this morning are in substantial amounts which orig¬ 
inated in Maryland, isn’t that so? A. Amounts of elec¬ 
tric supply are substantial at times. 

Q. And as a matter of fact the York power, the Lan¬ 
caster power and Coatesville power supply contracts ac¬ 
tually have a rate per kilowatt hour, haven’t they? A. 
Yes, sir. 

Q. And substantial amounts of the energy at times 
which are sold at the rates shown in those contracts come 
from Maryland—right? A. Yes, sir; I think that is so. 
[1800] Q. Let me show you those excerpts from the com¬ 
plaint for injunction and declaratory judgment which were 
marked this morning as Exhibit 85. 

It is the fact, is it not, that you stated to the Court 
in that complaint that, “For many years plaintiff has sold 
electric energy so developed at wholesale in interstate com¬ 
merce.” 

Isn’t that so? A. Yes, sir. 

Q. And when you made that representation to the 
Court you believed it to be in accordance with the facts. 
Isn’t that so? A. Yes, except that I was not particular 
for this purpose about the significance of the word “sold 
electric energy.” 

Q. You thought it was an accurate way to say it to 
the Court under oath, didn’t you? A. Sufficiently ac¬ 
curate for these purposes; yes, sir. 

Q. Did you in any way qualify that statement when 
you made it? A. No. 

Q. What agreements that Pennsylvania Water and 
Power Company had at that time, in 1940, did you consider 
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represented agreements under which sales of electric energy 
in interstate commerce were made? [1801] A. I sup¬ 
pose under the Penn Water and Consolidated contract. 

Q. Items H and I? A. Items H and I. 

Q. And also the York, Lancaster and Coatesville power 
supply contracts. Isn’t that so? A. Yes, they should be 
included, too. 

Q. And the electric energy to which you were referring 
that was sold in interstate commerce was the electric energy 
which Holtwood purchases from Safe Harbor under items 
E, F, and G, and itself generates. Isn’t that so? A^ A 
portion of that. 

Q. Yes, as well as the energy which comes up at times 
from Maryland which you refer to as backfeed. Right? 
A. Yes, sir. 

Q. When you said that “For many years”, plaintiff 
has been selling electric energy in interstate commeitce, 
what period of time does that “For many years” hive 
reference? A. I suppose since October 1910. 

Q. Showing you Exhibit 86, the excerpts from the 
amended complaint, it’s a fact, is it not, that the same state¬ 
ment was made in the amended complaint? A. Yes, ^ir. 

Q. What you have told us about the statement as m4de 
in the complaint when first given applies to the statements 
as made in the amended [1802] complaint? A. Yes. 

Q. May I show you Exhibit 87, excerpts from the peti¬ 
tion of review which w’e discussed this morning? 

It is a fact, is it not, that the same statement as was 
made in the original complaint and the amended complaint 
were made in the petition for review—right? A. Yes,, 

Q. And what you have told us about the statements in 
the petition, in the amended complaint and the original 
complaint, apply to the statement as made in the petition 
for review—right? A. Yes, sir. 

Q. And those statements, if made today, would be Ac¬ 
curate statements, isn’t that so? A. Yes, sir, if ma|de 
with the same thought in mind. 


484 


John A. Walls, Cross 


[1812] Q. I am saying that the basis for the statements 
appearing in Exhibits 88 and 89 is the statements appear¬ 
ing in Exhibit 85 and Exhibit 86 and our discussion re¬ 
lating to those statements—right? A. I assume that 
is so. 

• * • 

By Mr. Goldberg: 

Q. Mr. Walls, do you agree with this statement: “All 
of the capacity and energy available from Respondent’s 
power development is sold under a contract dated June 1, 
1931, and supplements thereto dated August 1, 1932, and 
November 22, 1939, between the Safe Harbor Water Power 
Corporation, Consolidated Gas Electric Light and Power 
Company of Baltimore, and Pennsylvania Water and Power 
Company”? By “Respondent’s” in [1813] that quotation 
I meant Safe Harbor Water Power Corporation. 

• • • 

The Witness: I think that is the case, except as may 
be modified by any of the other agreements in which Safe 
Harbor has entered with other customers. 

By Mr. Goldberg: 

Q. You mean the York power supply, the Coatesville 
power supply, and Lancaster power supply contracts which 
have been marked in this case? A. Yes, sir, and includ¬ 
ing the Pennsylvania Railroad contract, perhaps, too. 

Q. What modifications do you have in mind? A. 
That some of the service of Safe Harbor may be considered 
as furnished or furnishable to Coatesville, Lancaster, Penn¬ 
sylvania Railroad, and so forth. 

• • * 

[1814] Q. Has Safe Harbor rendered any service in the 
past under the Coatesville, Lancaster and York contracts 
that you know of? A. In the sense of furnishing supply 
to the pool of Penn Water and Safe Harbor that might be 
considered to be the case. I am speaking now not con¬ 
tractually but from the viewpoint of the energy which 
comes from Safe Harbor and the other services. 
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Q. But that energy which is supplied to the pool by 
Safe Harbor is supplied in accordance with the provisions 
of items “E”, “F” and “G”. Isn’t that so? A. Ks 
perhaps modified by Safe Harbor’s commitments under 
the contracts 73, 76, and so forth. 

Q. All you mean by that is that Penn Water’s necessi¬ 
ties [1815] of meeting the requirements under the Coat^s- 
ville, York and Lancaster contracts have a bearing on the 
manner in which, and the amounts of energy, it takes under 
items “E”, “F” and “G”—right? A. I was looking 
at this from the viewpoint of the energy that is contributed, 
you might say, to the pool by Penn Water and Safe Harbbr, 
being available to Coatesville, Lancaster, and so forth, 
without giving consideration to the contractual elements. 
I am speaking only now of the flow of service. Do I ^et 
your point? 

Q. You are talking in terms of the pool operating to 
supply the lowest cost energy at all times wherever needed. 
Is that it ? A. That is it, yes. 

Q. In other words, for the purpose of securing t[he 
maximum overall economy? A. Yes. 

Q. In that sense you say that electric energy generated 
by Safe Harbor may be the cheapest energy at any par¬ 
ticular time, and in accordance with the arrangements be¬ 
tween the companies that energy will be used by Pe^in 
Water to meet the requirements at York, Lancaster abd 
Coatesville—right? A. Well, that brings in a question 
of contractual relations. No, I was thinking of this solely 
from the viewpoint of the electric service itself, not con¬ 
sidering it as received by Penn Water and dealt out by 
Penn Water. 


[1816] Q. Well, if I understand what you mean by cdn- 
sidering that Safe Harbor at times renders service to Penn¬ 
sylvania Power and Light, Philadelphia Electric, Edispn 
Light and Power up to the end of 1945 and Metropolitan 
Edison, when Safe Harbor is down and the energy is stea^i- 
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generated energy coming up from Maryland, it may be said 
under those circumstances that Consolidated is rendering 
service to the Pennsylvania customers, too, isn’t that so? 
A. Yes, sir. 

• • • 

[1817] Q. Do you know why Consolidated is not a party 
to the Coatesville, York, and Lancaster contracts? 

• • * 

[1818] Trial Examiner: The witness may answer the 
question limiting his answer to what he knows about 
that from an operating standpoint. 

The Witness: Actually service from Consolidated gets 
to Coatesville and the other customers as a general operat¬ 
ing procedure. I suppose that that service would be covered 
by the “H” and “I” contracts. 

• • • 

[1819] Q. You just said that from an operating procedure 
the electric energy which is fed into the pool by Consoli¬ 
dated gets up there and is covered by the provisions of 
Items “H” and “ F’—right? A. That I assume it would 
be covered. 

Q. Yes. When Safe Harbor feeds the energy into 
the pool isn’t it fair to assume that that is covered by the 
provisions of Items “E”, “F” and “6”? A. That may 
be so, but not necessarily exclusively so. It is possible 
that the other contracts to which Safe Harbor is a party 
may have to be considered. That is a contract matter 
which I do not feel I am competent to pass upon at the 
moment. 

Q. Do you know whether Safe Harbor ever has ren¬ 
dered any electric service under the Coatesville, Pennsyl¬ 
vania and York contracts? A. If the sense of rendering 
service is that some service from Safe Harbor mixed in 
with Penn Water’s service or not has been received by 
Coatesville, then I should say that there has been service 
rendered. 
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Q. Otherwise not—is that right? That is the only 
[1820] sense in which you can conceive of Safe Hajrbor 
rendering service? A. I think so. 

Q. To York, Coatesville and Lancaster—right? j A. 
I think so. 

Q. And what you are saying would apply to Potomac 
Electric Power Company when it feeds energy intc^ the 
integrated pool—right? A. Will you make the question 
a little more definite? 

Q. Potomac Electric Power Company is tied in to the 
regional transmission system of which Consolidated, Safe 
Harbor and Holtwood are members. Right? A. Yes. 

Q. There are times when Potomac feeds electric 
energy into the pool which goes up toward Baltimore— 
right? A. Yes. 

Q. When it does that, and if that energy moves oh up 
to the Pennsylvania customers, it can be said that they 

render service, too—right? A. Yes, sir. 

# * • 

[1822] Q. Would you say that the contracts I have just 
described, which are items “E”, “F” and “G” in this 
proceeding, provide for two distinct services, that is: (a) 
sale of electric power and energy available from the Safe 
Harbor development to its two customer utility companies, 
Consolidated and Holtwood—and (b) construction, opera¬ 
tion and maintenance by Holtwood Company of certain 
transmission lines from Safe Harbor to Baltimore | and 

Washington and certain other transmission facilities. 

• • • 

The Witness: Using the word “service” thert in 
place of *‘energy ’ 9 I think that would be correct. 

| 

By Mr. Goldberg: 

Q. You mean instead of “sale of electric power and 
energy” you want to say “sale of electric power and serv¬ 
ice”? A. “Sale of electric service” involving readiness 
to [1823] supply the power and energy, among other 
things. 
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Q. The two statements I have asked you to agree with 
I read from pages 11 and 12 of the main brief filed by 
George T. Hambright, Arthur H. Hull, George Ross Hull, 
and Hull, Leiby and Metzger, counsel for Safe Harbor in 
the Commission’s investigation of rates and charges of that 
company in Docket No. IT-5914. I want you to look 
at those two statements as they appear in the brief be¬ 
ginning on page 11 and ending on page 12 as I point them 
out to you and ask you if you can categorically agree with 
the statements as made in the brief. A. That being a 
statement of counsel of company, I would agree with it as 
a statement made on a contractual matter by counsel in 
which I would have confidence. 

Q. In other words, you agree with those two state¬ 
ments because you have confidence in the counsel that made 
the statements. Is that right? A. Yes, sir. 

Q. But is it your statement that you do not agree 
with it in the light of your knowledge of the operations of 
Safe Harbor Water Power Corporation? A. No, I don’t 
say that. 

Q. Do you agree with it in the light of your knowledge 
of those statements, in the light of your knowledge of the 
operations of Safe Harbor Water Power Corporation? 
A. If this is a statement intended to cover contractual 
[1824] obligations and operations I would think that the 
operational effects on the supply from Safe Harbor might 
result in not all of the supply of Safe Harbor going directly 
to Consolidated and Penn Water but some of it perhaps 
going directly to the customers. 

Q. That disposition would depend on Penn Water, 
wouldn’t it? A. I think so. 

• • • 

[1831] Mr. Goldberg: May it be stipulated, Mr. Ex¬ 
aminer, that page 17 of the main brief filed by Messrs. 
Hambright, Arthur and George Hull and Hull, Leiby 
and Metzger in the Safe Harbor case, IT-5914, con- 
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tains this statement: **Although Respondent”—mean¬ 
ing Safe Harbor—“is a party with Holtwood Com¬ 
pany to many of the latter’s firm power contracts, Re¬ 
spondent ’s entire output is sold contractually to Balti¬ 
more and Holtwood Companies”? 

Mr. Sparks : I will stipulate to that but not t|o the 
relevancy of the statement in these proceedings. I 
object to it on that ground. 

Trial Examiner: Very well. The objection is 
overruled. 


By Mr. Goldberg : 

Q. Holtwood’s firm power customers are Pennsylvania 
Power and Light Company, Metropolitan Edison Company 
and Philadelphia Electric Company—is that ijight? 
[1832] A. And Pennsylvania Railroad Company. | 

• • • 

Q. The effect of Items “H” and “I” is that Consoli¬ 
dated is entitled to all of the steam and hydroelectric 
energy which Holtwood generates and purchases from Safe 
Harbor, less that amount which Holtwood must use to sup¬ 
ply the requirements of the Pennsylvania firm customers. 
Is that a fair statement? A. May I have that read, 
please? 

(Question read.) 

The Witness: Well, in general. I wouldn’t say that 
is a closely accurate statement. I would have to thipk it 
over. 

• • • 

[1833] Q. Holtwood does generate electric energy alt its 
steam and hydro plants—right? A. That is right. 

Q. And it also purchases from Safe Harbor. Is that 
right? A. Yes, sir. 

Q. Consolidated under its agreement with Holtwood, 
Items “H” and “I”, is entitled to all that less the amount 
which Penn Water uses to supply the requirements df its 
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firm customers of Pennsylvania. Isn’t that so? A. That 
seems to be right. 

Q. Isn’t it true that the contractual arrangements that 
exist between Consolidated, Safe Harbor, Holtwood and 
their respective customers were so arranged to permit the 
maximum coordination for overall economy of service and 
operations? A. Yes, sir. 

Q. And that end could not have been achieved if allo¬ 
cations of rates, charges and revenues were required. Isn’t 
that so? A. It certainly could have been achieved only 
with great difficulty and perhaps not at all. 

Q. In other words, one of the advantages of the type of 
arrangements that exist between Safe Harbor, Consoli¬ 
dated and Holtwood and their respective customers is the 
avoidance of the need of allocations of rates, charges and 
revenues. Isn’t that so? A. Yes. 

[1834] Q. I want to show you Safe Harbor’s counsel’s re¬ 
quest for findings in the Safe Harbor case, Docket No. IT- 
5914, as contained in their main brief. I refer more par¬ 
ticularly to Finding No. 20, which is as follows: 

“The rates and charges made and received by Re¬ 
spondent”—meaning Safe Harbor—“for the sale of 
electric energy under the contract dated June 1, 1931, 
are just and reasonable.” 

Do you agree with that statement? 

• • • 

[1836] A. I would have to change the wording a little bit 
and say that rates and charges made and received by Re¬ 
spondent for the sale of electric service under the contract 
dated June 1931, are just and reasonable from the economic 
viewpoint—though I cannot say that they are just and rea¬ 
sonable from the regulatory viewpoint because I am not 
competent. 

Q. You find you cannot agree with the finding as it 
stands in the request to the Commission by your counsel. 
Is that right? A. As a layman I would word it differ- 
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ently, but I, of course, cannot take exception to the way 
counsel has written it. 

Q. You retained them to express a legal view of the 
matter and you are not in a position to say their legal view 
is not the correct one. Is that right? A. Yes, sir. 

Q. I direct your attention to the request for findings 
in the same document I described, more particularly pum- 
ber 21, and ask you if you agree with that one which is as 
follows: “The rates and charges made and received by 
Respondent”—meaning Safe Harbor—“for the sale of plec- 
tric energy under the contract dated June 1, 1931”—mean¬ 
ing items E, F, and G—“and the rules, regulations and 
practices pertaining to such charges are not unjust, unrea¬ 
sonable, unduly discriminatory, nor preferential.” 

[1837] Mr. Sparks: I object to that, if your Honor please, 

on the ground it has no materiality. 

Trial Examiner: Read the question, please? 

(Question read.) 

Mr. Sparks: Do you have it before you, Mr. Whilst 

The Witness: Yes, sir. 

Trial Examiner : Objection is overruled. 

The Witness: Taking exception again to the phrase 
“Sale of electric energy”. 

By Mr. Goldberg : 

Q. You agree? A. I would not feel that I am compe¬ 
tent to disagree with counsel in an expression concerning 
this regulatory aspect of discrimination, preferentially, 
and so forth. 

Q. How about with respect to their reference to the 
contract as a sale of electric energy involving the sal4 of 
electric energy? Are you competent to disagree with them 
on that? A. As an engineer I would refer not to the ^ale 
of energy but to the sale of electric service. 
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Q. This is not the first time you have seen findings 20 
and 21, is it, Mr. Walls? A. No, sir. 

Q. Have you ever taken exception to the way it was 
phrased before this? [1838] A. No, sir. 

Q. Did you see it before it was filed with the Commis¬ 
sion? A. I think so. 

Q. Before it was printed? A. Possibly. 

Q. You took no exception to it? A. No, sir. 

Mr. Goldberg : May it be stipulated that Findings 
20 and 21, which I have just been discussing with the 
witness, were requested findings that the Commission 
has been asked to make in the Safe Harbor proceeding 
known as Docket No. IT-5914? 

Mr. Sparks: I stipulate to that effect, if your 
Honor please, but I object on the ground they are not 
material to this proceeding. 

Trial Examiner : Objection is overruled. 

• • • 

Q. You are thoroughly familiar, are you not, Mr. Walls, 
with that Safe Harbor case in which proceedings the brief 
from which I have been reading was filed. Isn’t that so? 
A. I am not thoroughly familiar. I know in general about 
it. 

Q. You attended all the sessions of the hearing, didn’t 
[1839] you? A. Yes, sir. 

Q. You testified in that case? A. Yes, sir. 

Q. And you testified rather fully about the contractual 
arrangements of Safe Harbor, didn’t you? A. I think so. 

Q. So you certainly are familiar with those aspects of 
the case, anyway, aren’t you? A. To an extent; yes, sir. 

Q. Do you know of any contention in the Safe Harbor 
case that Safe Harbor does not sell electric energy under 
items E, F, and G ? 

Mr. Sparks: Objection on the ground it is not ma¬ 
terial here what contentions were made in the Safe 
Harbor case. 
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Trial Examiner: Let me have the question, please? 
(Question read.) 

Trial Examiner: Objection is overruled. 

The Witness: No, I don’t remember any. 

By Mr. Goldberg: 

Q. Do you know of any contention that was mad^ in 
that case that the rates, charges or services under items E, 
F, and G, are joint rates, charges and services? 

Mr. Sparks: Objection. 

Trial Examiner: Objection overruled. 

[1840] The Witness: No, I don’t remember. 

i 

By Mr. Goldberg: 

Q. Do you know of any contention in that case that 
Safe Harbor sells electric energy under items H and l|? 

• • • 

Mr. Sparks: Same objection. 

Mr. Goldberg : That is H and I in this proceeding, 
Mr. Examiner. 

Trial Examiner : Objection overruled. 

• • • 

Q. You don’t remember any such contention? a|. I 
don’t remember any. 

Q. Do you know of any contention in that Safe Harbor 
case that the services rendered to Consolidated under it^ms 
H and I are rendered jointly by Safe Harbor and Hblt- 
wood? 

Mr. Sparks: Objection—same objection. 

Trial Examiner: Objection overruled. 

The Witness: I don’t remember any. 

By Mr. Goldberg: 

Q. Do you know of any contention in that case that the 
services rendered to Pennsylvania Power and Light Com- 
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pany, [1841] Philadelphia Electric Company, and Metro¬ 
politan Edison Company are rendered jointly by Safe Har¬ 
bor and Holtwood? 

Mr. Sparks: Same objection. 

Trial Examiner: Objection overruled. 

The Witness: I don’t remember any. 

By Mr. Goldberg : 

Q. Do you know of any contention in that case with 
respect to the rates and charges or services of Safe Har¬ 
bor other than those involved in items E, F, and G? 

• • • 

Mr. Sparks: Same objection. 

Trial Examiner: Objection overruled. 

The Witness: I don’t remember any. 

• • # 

[1842] Q. Do you know of any contract that it was con¬ 
tended in the Safe Harbor case did involve rates, charges 
or services by Safe Harbor and should be passed on by the 
Commission in that case? 

Mr. Sparks: Same objection on the ground it has 
no materiality in this proceeding. 

Trial Examiner: Objection overruled. 

• • • 

The Witness: I don’t remember any. 

By Mr. Goldberg : 

Q. Do you know of any contention in the Safe Har¬ 
bor case that the Federal Power Commission is without 
jurisdiction over the rates, charges or services of Safe Har¬ 
bor because they are joint rates, charges or services? 

Mr. Sparks: Same objection. 

• • • 

[1843] The Witness: I don’t remember. 
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Trial Examiner: Objection is overruled. The An¬ 
swer may stand. 

By Mr. Goldberg : 

Q. You say you don’t know of any? A. That is 
right. 

Q. Do you know of any contention in the Safe Harbor 
case that the Commission is without jurisdiction over any 
of Safe Harbor’s contracts because they involve the s|le 
of capacity and not sale of electric energy? 

Mr. Sparks: Same objection. 

Trial Examiner: Just a minute, please. 

Objection is overruled. 

The Witness: I don’t know of any. 

• « • 

[1844] Mr. Sparks: Of course, we take the position thjey 
are not appropriate, none of these questions, based pn 
contentions made in Safe Harbor are material. I insist 
that is correct, if your Honor please. 

What was contended in the Safe Harbor case has 
no bearing here whatever. Other contentions may still 
be made in Safe Harbor. It is not too late. 

I 

• • • 

[1852] Trial Examiner: The Examiner feels this way: 
You are not going to be able to prove basic jurisdic¬ 
tion by proving [1853] inconsistent statements. Thpt 
goes to the weight to be given to expert opinion <^n 
the theory a good deal you have to establish with Re¬ 
spect to jurisdiction will have to be derived from ex¬ 
pert opinion. There will have to be a limit to this in¬ 
consistent statement business. 

• • • 

[1859] Q. Mr. Walls, in 1944 Safe Harbor had its contract 
with Consolidated and Holtwood, known as Items “E?’, 
“F” and “G” in this case—right? A. Yes, sir. 
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Q. And that was true in 1945—right? A. Yes, sir. 

Q. And it is true in 1946, right? A. Yes, sir. 

Q. And in 1944 Safe Harbor was also named in the 
contracts w T hich have been marked for identification as Ex¬ 
hibits 71, 73 and 76—right? A. Yes, sir. 

Q. And that was also true all through the year 1945— 
right? A. Yes, sir. 

Q. And from January 1, 1946, up to and including to¬ 
day, Safe Harbor still had its contracts which have been 
marked for identification as Exhibits 71 and 76—right? 
A. Yes, sir. 

[1860] Q. But 73 was superseded. Is that correct? A. 
Yes, sir. 

Q. I am sorry. I should say that it still had in 1946 
up until today its contracts which have been identified as 
Exhibits 73 and 76—right? A. That is right. 

Q. And 71 was superseded at the end of 1945—right? 
A. Yes, sir. 

Q. And it was not a party to the contract which is iden¬ 
tified as Exhibit 72. Is that correct? A. That is correct. 

Q. And when we referred to the year 1944, the con¬ 
tracts that Safe Harbor had, we meant the entire year 1944, 
didn’t we? A. Yes, sir. 

Q. And in 1944 and 1945, and that part of 1946 which 
has expired, Safe Harbor sold its entire output under Items 
“E”, “F” and “G”—right? 

• • • 

[1861] Mr. Goldberg: If the word “sold” offends counsel 

for the Respondents I am willing to substitute “dis¬ 

posed.” Disposed of its entire output to Holtwood and 
Consolidated. 

• • • 

A. No, I believe from an engineering viewpoint that 
Safe Harbor’s supply w r as at times and in part supplied to 
others than Holtwood and Consolidated; namely, some of 
the Pennsylvania customers and including the Pennsylvania 
Railroad. 
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Q. Did Safe Harbor supply that or did Holtwood sup¬ 
ply that? A. I am speaking of the flow of supply fi)om 
Safe Harbor is an engineering sense and not speaking of 
the legal concept [1863] growing out of any contractual ar¬ 
rangement. 

Q. In other words, you are saying that Safe Harbor 
generated the electric energy, generated electric energy 
which in part was used to supply the requirements of the 
Pennsylvania Railroad and the Pennsylvania customers. 
Is that it? A. Yes, sir, using energy in the sense thht I 
have used it. 

• • • 

[1863] Q. You are saying Safe Harbor generated a supply 
which in part was delivered to Consolidated and in hart 
was delivered to Holtwood, and the part delivered to Hjolt- 
wood was in turn delivered by Holtwood to the Pennsyl¬ 
vania customers and the Pennsylvania Railroad—rigfht? 
A. No, sir, I am not saying that at all. I am speaking jnot 
of delivery in the contractual sense. I am speaking of | the 
flow of supply. That supply would flow directly over trans¬ 
mission lines to various customers other than Consolidated 
[1864] and Safe Harbor. 

Q. I was not speaking of the delivery in a contractual 
sense. I understand you prefer not to discuss it in jhat 
sense. I was speaking of it in terms of flow. In those terms 
Safe Harbor generated a certain supply. Is that righj: so 
far? A. Yes, sir. 

Q. Part of that supply was transmitted to Consoli¬ 
dated—right? A. At times, yes, sir. 

Q. Over the facilities of Safe Harbor, Penn Water and 
Susquehanna Transmission Company of Maryland—ri^ht? 
A. Yes, sir. 

Q. The part which was not so transmitted was trans¬ 
mitted to Holtwood—right? A. No, sir. For example, 
a portion of it would go pretty directly into the Pennsyl¬ 
vania Railroad system at Safe Harbor. A portion qf it 
might go at times directly to Lancaster over transmission 
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lines owned by the Lancaster Company. A portion might 
go down to Holtwood and thence go to Lancaster or York 
or Baltimore. 

Q. In other words, there is a path of flow to the rail¬ 
road directly from Safe Harbor. Is that right? A. Yes, 
sir. 

Q. And to Pennsylvania Power and Light Company for 
its Lancaster Division there are two paths of flow—one 
directly [1865] to Safe Harbor and the other by way of 
Holtwood. Is that right? A. Yes, sir. 

Q. And yon are saying that the flow to the Lancaster 
Division could have gone at times directly and at times 
through Holtwood. Is that it? A. Yes. 

Q. And the supply to the railroad that went directly 
from Safe Harbor, that was for the account of what com¬ 
pany? A. That I don’t know. I am speaking now only 
of the flow of supply technically and not legally. 

Q. Isn’t it a fact that Safe Harbor’s facilities do not 
connect directly with the railroad? A. Yes, sir. 

• • • 

[1867] Q. In 1939 would it be fair to say that you were 
fully equipped, based upon your experience and qualifica¬ 
tions, to express a factual opinion as to what Pennsylvania 
Water and Power Company was engaged in doing? A. 
I think so, in general. 

[1868] Q. It was with that knowledge and information that 
you reviewed that application from a factual viewpoint, 
not intending to review it from a legal viewpoint. Is that 
right? A. Yes, sir. 

Q. And in reviewing it from a factual viewpoint you 
found nothing in it which would cause you to take any 
exception to the statements in the application—right? A. 
I don’t recall that I found any. 

Q. In 1939 Holtwood had the contract known as Items 
“E”,“F” and “G”—right? A. Yes, sir. 

Q. Same one it has today—right? A. Yes, sir. 
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Q. It had the contract known as Items “H” and “Pj— 
right? A. Yes, sir. 

Q. The same one it has today? A. Right. 

Q. It had in 1939 all of the contracts that it had up to 
the end of 1945, namely, the Lancaster, Coatesville, afad 
York Edison supply contracts—right? A. Yes, sir. 

Q. The only change which has taken place since that 
time is the supersession of the York contract by the npw 
one between Penn Water and Metropolitan Edison—is that 
right? [1869] A. Yes, and a new one, Pennsylvania 
Railroad. 

Q. I am sorry. I keep forgetting that one, becausq I 
have said in this case I am making no assertions with re¬ 
spect to that agreement. But it had that one in 1939? A. 
Yes, sir. 

Q. And it has it today? A. Yes, sir. 

[1870] Q. Reviewing the statements in the application en¬ 
tirely from a factual viewpoint, based upon your knowledge 
of the operations of Pennsylvania Water and Power Com¬ 
pany at that time, you found no reason to take exception 
to the statement in the application that applicant, meaning 
Penn Water, does no “retail distribution business rigljt? 
A. Yes, sir. 

Q. And you found no reason to take exception to the 
statement that “With one exception all of applicants 
power and energy is sold at wholesale to public utility 
companies who resell and distribute the same.” Is thjat 
right? 

The Witness: The first part of the question, please? 

(Question read.) 

The Witness: No, sir, remembering, of course, my 
qualifications as to energy and sales. 

By Me. Goldberg: 

Q. Yes. How could I forget that, Mr. Walls? 

Incidentally, that paragraph went on to name the com¬ 
panies that were referred to as the companies to whqm 
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the sales were made, and they were named as Pennsylvania 
Power and Light Company, Edison Light and Power, Phil¬ 
adelphia Electric Company, and Consolidated of Balti¬ 
more—right? A. Yes, sir. 

Q. And also reference was made to the fact that the 
company at that time had certain interchange agreements 
[1871] relating to economy, power and energy flow with 
Pennsylvania Power and Light and Philadelphia Electric 
Company and Metropolitan Edison Company. A. Yes, 
sir. 

Q. Just to make it complete, not overlooking our friend 
the Pennsylvania Railroad Company, it went on to say that 
Pennsylvania Water sells power and energy to the Penn¬ 
sylvania Railroad at Safe Harbor—right? A. That in¬ 
cludes Pennsylvania Railroad; yes, sir. 

Q. In that application the company undertook to de¬ 
scribe for the Commission the facilities which it referred 
to as facilities owned and/or operated by Pennsylvania 
Water and Power Company for transmission of electric 
energy in interstate commerce and for the sale of electric 
energy at wholesale energy in interstate commerce. Is that 
so ? A. It does show that. 

Q. It undertook to describe the facilities in those 
terms—right? A. Yes. 

Q. On the page following are shown the facilities re¬ 
ferred to in that description—right? A. Yes, sir. 

Q. The line number is shown, the voltage, the number 
of circuits, and the ownership by Pennsylvania Water, Sus¬ 
quehanna Transmission Company of Pennsylvania, Penn¬ 
sylvania [1872] Transmission Company, and Susquehanna 
Transmission Company of Maryland—right? A. Yes, 
sir. 

Q. Susquehanna Transmission Company of Pennsyl¬ 
vania and the Pennsylvania Transmission Company are the 
two companies that were merged in 1939 with and into Penn¬ 
sylvania Water and Power Company. Is that right? A. 
Yes, sir. 
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Q. This application we are discussing bore on the 
merger of those facilities into the company? A. Yes, 


on • 

Q. Line Number 1 is a 66 K. Y. line, and that is {he 
line that is described as running from Holtwood, Pennsyl¬ 
vania to Baltimore, Maryland—is that right? A. Yes, 


Q. And Line number 2 is also a 66 K. V. line and is 
also described as running from Holtwood, Pennsylvania 
to Baltimore, Maryland—is that right? A. Yes, sir. 

Q. Those lines at times carry Safe Harbor’s outbut 


down to Baltimore for delivery. Is that right? A. At 
times, but those two lines are most frequently used for serv¬ 
ice from Holtwood. 

Q. To Baltimore. A. To Baltimore, because those 
are 25 cycle, three phase lines. 

[1873] Q. Those two lines are tied in directly to Holtwood. 
They are not tied into Safe Harbor. Is that right? A. 
That is right. 

Q. In other words, Penn Water utilizes those lines to 
deliver at times energy which it receives from Safe Harbor 
and transmits on down to Consolidated in Baltimore and 
also to transmit energy which Holtwood itself produces 
from its project. Is that right? A. Without any con¬ 
tractual implications, that is correct. 

Q. I wanted to stay away from that. 

You meant you don’t know whether those lines bre 
used in connection with items H and I. Is that it? A. 
I don’t pretend to be able to say whether those lines are u$ed 
in connection with some specific contractual arrangement, 
but they are used to transmit service, part of which njiay 
come from Safe Harbor and part of which may be from 
Holtwood and part of which may be from other sources. 

Q. Such as the interchange from the Pennsylvania Cus¬ 
tomers. A. Yes. 

Q. Line No. 3 is shown in the application as a 66 K. V. 
line which is described as running from Holtwood, Pehn- 
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sylvania to Coatesville, Pennsylvania. Is that right? A. 
Yes, sir. 

[1874] Q. That line is the line that is used to provide the 
supply to the Edison Light and Power Company under that 
agreement which was superseded November 1,1945—right? 
A. Yes, sir. As you speaking of Coatesville? 

Q. Yes. A. No. 

Q. Instead of referring to the Edison Light and Power 
at Coatesville, we should have referred to the Philadelphia 
Electric Company—is that right? A. Yes. 

Q. That is the line that is used to supply the require¬ 
ments of the Philadelphia Electric Company for its Coates¬ 
ville division under that agreement which already has been 
marked. Is that right? A. That is correct. 

Q. And line No. 4 is described as a 66 K. V. line run¬ 
ning from Holtwood, Pennsylvania to York, Pennsylvania— 
right? A. Yes, sir. 

Q. And that is the line that up to the end of 1945 was 
used to supply the requirements of Edison Light and Power 
at York. Is that right? A. That is correct. 

Q. And the next line, Number 5, is the 66 K. V. line 
running from Holtwood, Pennsylvania to Lehman Farm, 
[1875] Pennsylvania. Right? A. Yes, sir. 

Q. And that is the line that is utilized to supply the 
Lancaster division requirements of Pennsylvania Power 
and Light Company under that contract which has been 
marked in this proceeding—right? A. I would say 
rather that is a line used to connect Safe Harbor and 
Holtwood over which at times energy flow’s, which, having 
reached Holtwood, may go back over a line from Holtwood 
to Lancaster. 

Q. To meet the requirements- A. Of the Lan¬ 

caster Company. 

Q. To meet the requirements of the Company in its 
Lancaster division under the contract which already has 
been marked—right? A. Yes, sir. 
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Q. Then there is a line which is designated Number^ 6, 
66 K. V. line which is shown as running from Holtwoj)d, 
Pennsylvania to Piney Island, Pennsylvania. That is an 
entirely strange line to me. A. That is a little stub ljne 
running from the powerhouse to other transmission lines 
which take off from the island. 

Q. Near the middle of the river—is that it? A. N^ar 
the middle of the river. 

[1876] Q. Then there is line No. 7, 66 K. V. Line shojwn 
as running from Safe Harbor, Pennsylvania, to Lehman 
Farm, Pennsylvania. Is that right? A. Yes, sir. 

Q. Does that line, like the other Lehman Farm line that 
we described, serve the same purposes we mentioned in 
connection with the first Lehman Farm line? A. Yes, 
sir. 

Q. Then line No. 8 is a transmission line 110 k. v. from 
Baltimore, Maryland to Gunpowder, Maryland. Is ttat 
right? A. Yes, sir. 

Q. What is the function of that line? A. That l^ne 
carries the service of Consolidated Company from its sub¬ 
station in Highlandtown out to Gunpowder where it con¬ 
nects with a belt line owned by Consolidated running for 
quite a distance around Baltimore. 

Q. Then we have several lines designated as running 
from Safe Harbor, Pennsylvania to Perryville, Maryland, 
of 132 K. V. In what connection are those lines us^d? 
A. Those lines are used for the 25 cycle service used by 
the Pennsylvania Railroad Company. 

Q. That is the line to which you recently had reference 
which runs from Safe Harbor but is owned and operated 
by Pennsylvania Water and Power Company—rigjht ? 
[1877] A. Yes, sir. 

To make it clear I think we spoke before of an exten¬ 
sion of this line to the Safe Harbor, or near to the S^fe 
Harbor, powerhouse. That is just a technical matter.j 

Q. I see. 
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Then, as line No. 12, a 220 k. v. line from Safe Harbor, 
Pennsylvania to Westport, Maryland, that line is owned 
and operated by Pennsylvania Water and Power Company 
to the extent that it is in Pennsylvania, and by Susquehanna 
Transmission Company of Maryland to the extent that it is 
in Maryland—is that right? A. Yes, sir. 

Q. And that is one of those lines that is used to carry 
electric energy directly from Safe Harbor dowm to Balti¬ 
more—right? A. Yes, sir. 

Q. In connection with items E, F, and G in this pro¬ 
ceeding—right? That is the three-party contract—tripar¬ 
tite contract. A. Yes, sir, and in connection with any 
interchange, etc. 

Q. That backfeed you were talking about sometimes 
comes up on that line. Is that right? A. Yes, sir. 

Q. Then the next line is a line shown as running from 
[1878] Ellicott City, Maryland to Takoma Park, Maryland. 
That is owned and operated by Pennsylvania Water and 
Power Company. Is that right? A. Through the Sus¬ 
quehanna Transmission Company of Maryland. 

Q. Is that the line that is used when deliveries are re¬ 
quested at Takoma Park, Maryland by Consolidated un¬ 
der the provisions of that three-party agreement? A. 
That is one of the lines. There is another circuit, also, on 
the railroad. 

Trial Examiner: What is the K. V. in that line? 

Mr. Goldberg : 220. 

By Mb. Goldberg: 

Q. Then there is a final line showm of 220 K. V. from 
Safe Harbor, Pennsylvania to Dundalk, Maryland. Is that 
right? A. Yes, sir. 

Q. Is that operated by Penn Water in part and Sus¬ 
quehanna Transmission Company in part? A. Yes, sir. 

Q. In connection writh the three-party agreement, items 
E, F, and G—is that right? A. Yes, together writh the 
interchange, etc. 



John A. Walls, Cross 


Q. Mr. John E. Malone was one of yonr counsel ini that 
case. Is that right! A. Yes, sir. 

[1879] Q. And Mr. Hambright was the other? A. Yes, 
sir. 

Q. Isn’t it a fact that no mention is made in that appli¬ 
cation of joint service by any one? A. I don’t see any. 

Q. You don’t recall taking any exception to the appli¬ 
cation at that time because no such reference was ipade, 
do you? A. No, sir. 

Q. Directing your attention to paragraph “K” of the 
application in Docket No. 5582, was it factually correct to 
say that the facilities of the Susquehanna Transmission 
Company of Pennsylvania which are to be merged with the 
applicant’s facilities, that is Penn Water, consist of the 
Pennsylvania portion of two double-circuit steel tpwer 
transmission lines extending from Holtwood, Pennsylvania, 
to points in the State of Maryland? A. Yes, sir. 

Q. It is indicated in the next sentence, isn’t it, that 
further particulars about those lines, lines 1 and 2, are 
shown on that table which you and I have just finished 
discussing as part of paragraph “F”. Is that right? A. 
Yes, sir. 

Q. Then continuing, was it factually correct to say, 
based upon your knowledge of the operations of the com¬ 
pany, [1880] that those lines, “are at present used ini the 
transmission of electrical energy generated by applicant 
and sold to Consolidated Gas Electric Light and Power 
Company of Baltimore and will be so used after the [pro¬ 
posed merged is consummated.” Was it factually correct- 
to say that at that time? A. I can’t say as respect^ the 
legal implications. 

Q. I don’t want you to. A. But otherwise thdt is 
true. However, it must be understood, naturally, that serv¬ 
ice might come back over those lines. 

Q. Go back in both directions, the backfeed from Con¬ 
solidated at times of low water would come up through 
those lines. Is that right? A. Yes, sir. 
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Q. When you say that you can’t say legally, you re¬ 
lied entirely upon your lawyers analysis of the legal con¬ 
clusion based upon the operating facts. Is that right! 
A. I think so, sir. 

Mr. Sparks: Were you relating that question to 

what was stated in the application, Mr. Goldberg? 

Mr. Goldberg : That is right. 

By Mr. Goldberg: 

Q. Since 1939 up to and including today those lines 
have been used in the operating manner described in that 
application—right? In other words, they have been used to 
transmit [1881] electrical energy which is sold by Penn 
Water to Consolidated from Holtwood to Baltimore and 
have also been used to carry the backfeed. Is that right? 
A. They have been used for the transmission of energy 
back and forth. 

Q. In connection with Holtwood sales to Consolidated— 
right? If you don’t like “sales”, in connection with Holt- 
wood’s business transactions with Consolidated. A. 
That is so in part; yes, sir. 

Q. I was wondering about that “in part”. It dis¬ 
turbs me a little bit. What does that implication imply, 
that “in part”? A. That has reference to the legal 
aspect of the thing. 

• • • 

[1885] Q. Mr. Walls, I would like to show you your direct 
testimony in the Safe Harbor case on November 1, 1944, 
Docket No. IT-5914, at page 36. You testified in that case, 
did you not, talking about the McCall Ferry project, that 
“It was not until 1905 that construction work on any of 
these schemes was actually initiated. In that year the Mc¬ 
Call Ferry Power Company was formed and work was 
started on the so-called [1886] McCall Ferry (now Holt¬ 
wood) Dam at Piney Island. However, the McCall Ferry 
Power Company ran into financial difficulties in 1907 with 
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the dam and powerhouse only partly constructed and hid to 
suspend work.” 

You so testified, did you not? A. Yes, sir. 

• • • 

Q. In connection with your testimony on cfoss- 
examination about the Tailrace excavation work that was 
carried on in 1908, was it? A. Yes, sir. 

Q. You also testified at Transcript 1371 that it \^as a 
great advantage to get that Tailrace work out of the way 
before the powerhouse construction started. 

Do you recall when the powerhouse construction re¬ 
sumed ? 

Mr. Sparks: Excuse me just one minute. Your 

reference to cross-examination, Mr. Goldberg, is in this 

proceeding? 

Mr. Goldberg: Yes. 

By Mr. Goldberg : 

[1887] Q. Do you recall when the construction started on 
the powerhouse? A. Started before this time. That was 
an ill-advised way of speaking of this matter. I should 
have said, “Get that Tailrace work out of the way be|fore 
there was a concentration of work around the power¬ 
house.” Actually the powerhouse construction started be¬ 
fore 1908. 

Q. You are talking about started by McCall Ferrjj be¬ 
fore 1908? A. Yes. 

Q. I was talking about that period of suspension ^hen 
the Tailrace work was carried on. You said it was desir¬ 
able because it was a good idea to get it out of the |way 
before construction of the powerhouse started, j By 
“started” in that instance you meant construction resuiped. 
Right? A. Yes. 

Q. I was trying to get at this: When was it resumed? 
Do you recall? A. It was resumed, as far as I knovf, in 
August of 1909. 
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[1896] Q. Was there ever any doubt about the engineering 
feasibility of the project? A. I don’t know that there 
was doubt by competent engineers, but there was a great 
deal of public doubt, particularly in the minds of those who 
had been living along the river and had seen it in flood and 
during ice runs, and furthermore in Baltimore there was 
doubt expressed as to whether the dam would stand up 
under the impact of the river forces. That doubt, however, 
was largely in the minds of the lay public and also in the 
minds of some investors. 

Q. You say the public in the vicinity of the dam had 
some doubts about its engineering feasibility and some in¬ 
vestors may have had similar doubts? A. Yes, the peo¬ 
ple who lived along the river and knew its wildness would 
say frequently that “Wait until the next flood comes and 
this dam will not be here.” 

• • • 

[1911] Q. You say Empire Engineering was engaged in 
performing its work when you arrived? A. Yes, sir. 

Q. Was it proceeding on the basis of the old Cooper 
plans? A. Yes, sir. 

Q. And did it continue the entire time it was on the 
project on the basis of the old Cooper plans? A. With 
such modifications as were introduced by us into those plans 
that were found necessary as a consequence of the develop¬ 
ment of the work. 

Q. What was that? A. The design of the trans¬ 
former house was one of [the] big jobs that we had very 
near the outset. 

Q. You mean a new design or consideration of the 
old one? A. I think it was rather a redesign. 

[1912] Q. Are are sure it was not merely a revision of the 
old design that had been prepared? A. Well, it was a 
revision of the old design in certain respects, particularly 
the interior of the transformer house, for I recall that we 
decided on a different high-tension bus arrangement, and 
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the employment of a different type of disconnector or high- 
tension circuit breaker. I think at that early date,j also, 
I was concerned with the design of the transmission line 
and preparing for ordering insulators, towers, cable, and 
determining upon a route for the transmission line s<j> that 
I might advise those concerned with acquisition of prop¬ 
erty where they should work, and what property they 
should acquire, which latter work was under the chaitge of 
Mr. Clarke. It was a rather hectic first few months on 
the job. 

Q. Well, modification of design of the transformer 
house, concerned with the design of the transmission house, 
ordering insulators. That doesn’t sound very hectic tjo me. 
What else was going on that involved modification? A. 
Auxiliary equipment. 

Q. You were redesigning the auxiliary equipment, you 
say? A. Yes. That was in connection with the oil 
lubricating and purification system, the cable and wir^ con¬ 
trol layouts, circuit breaker layouts, governor pump in¬ 
stallations and piping, together with the accumulator tank 
arrangements. [1913] Sometime along in there, of course, 
there was the head and tail gate situation to be struggled 
with. 

I can’t recall now all of the many things we had to 
deal with promptly. 

Q. I think you have done a pretty fair job of doing 
some recalling at that point. I wonder now if you carl look 
at that Exhibit 90 and recall what faulty designs you were 
referring to at that time in the light of your reaching back 
into your memory a few minutes ago. A. I remember, 
though I don’t recall at what time I gave consideration to 
the matter, the deflection wall, the boom piers, the track 
layouts to give access to the powerhouse for the bringing 
in of machinery at the different levels required during the 
construction operations. My memory indicates that I was 
very busy, both at Holtwood and in traveling around to 
the manufacturers, going over the designs to incorporate 
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the improvements in the art as far as it was possible, and 
negotiating, or helping to negotiate, additional equipment 
contracts. 

Q. You say you undertook as one of the first things 
you did when you arrived in November of 1909 to study 
the plans that had been prepared when McCall Ferry Power 
Company was carrying on the work. Is that right? A. 
Yes, sir. 

Q. What did those plans cover? A. Those plans 
covered the dam with its appurtenant [1914] wing walls 
and abutments, covered the powerhouse, I think the gate¬ 
house and the transformer house, with machinery layout, 
and some layout of auxiliary equipment, but I recall that 
the switchboard layout was changed very materially. 

Q. McCall Ferry had plans for the switchboard lay¬ 
out? A. Had plans, but they were changed materially. 

Q. You named the dam and appurtenant w T orks, power¬ 
house, gatehouse, transformer house, machinery layout, 
layout of auxiliary equipment and switchboard layout. 
Any other plans they had? A. The equipment layout 
would include, of course, the auxiliary equipment of which 
there was a great amount. 

Q. That is all you can remember right now? A. All 
I can remember at the moment. I may be able to recall 
a lot more later. 

Q. The plans covering the dam and appurtenant struc¬ 
tures were the plans being followed by Empire Engineering 
when you arrived. Is that right? A. Yes, sir. 

Q. And the plans with respect to the powerhouse were 
also being followed by Empire Engineering at the time you 
arrived. Is that right? A. Yes, sir, but they had not 
gotten very far ahead with those beyond putting in con¬ 
crete preparatory to receiving some of the turbine parts 
that had to be placed first in the [1915] concrete. I refer 

now to draft tube parts and so forth. 

• • • 

[1918] A. The machinery had been ordered but there were 
many changes in machinery in connection with the develop- 
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ment of the art, among them being the thrust bearings for 
the generating units. 

Q. That change was not made until you arrived 911 the 
scene? A. That change was not decided upon uptil I 
arrived on the scene and had consultations with the turbine 
manufacturer as respects the details. Now, I don’t know 
how long before the turbine people had been trying to 
work out something better than the pressure type thrust 
bearing, but I do remember that we gave thought to the 
substitution of a roller bearing and made investigations as 
to where roller bearings had previously been used with 
success. 

• • • 

[1931] Q. Isn’t it a fact, Mr. Walls, that Penn Water’s 
generating facilities consist of the Holtwood hydro electric 
plant and the adjacent steam electric plant? 

• • • 

The Witness: • # * I think that its owned facilities 
consist of those two generating plants together with trans¬ 
mission lines and other property. 

* # * j 

Q. In addition to those sources of supply of electric 
energy to Penn Water, Penn Water’s other source^ are 
Safe Harbor and the interchange agreements it has with 
its Pennsylvania customers and Baltimore? A. Thajt de¬ 
pends upon what it meant by sources. 

Q. Sources of supply to Penn Water. 

• • • 

[1932] Q. Yes. When I say Consolidated I had in 
that that might include electric energy coming up 
Potomac Electric Power Company. With that 
my statement a correct statement? 

• • • 

The Witness: Sources of supply to Penn Water’s 
tern, I think that is correct. 
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[1933] Q. But so far as Consolidated’s payment is con¬ 
cerned, to Holtwood it is independent of the amount of 
energy delivered to Consolidated, the provision being that 
the payment made by Consolidated is to represent the dif¬ 
ference between the revenues received by Penn Water from 
its Pennsylvania customers and a stipulated return over 
and above Penn Water’s operating costs? 

• • • 

The Witness: I would have to answer that yes and 
no—yes, to the first part, no to the second. The second 
part omits consideration of operating expenses. 

• • • 

[1934] Q. By “operating costs”, I meant to include oper¬ 
ating expenses ? A. I think that is right. It is, of course, 
a very brief resume of a very voluminous contract so that 
there may be exceptions. 

Q. Of course, the bills that are already in evidence 
show the steps by which you arrive at all that. A. Yes, 
sir. 

• • • 

[1955] Trial Examiner: Just a minute. I don’t think it 
makes any difference what this witness knows or thinks 
about sales. It is the underlying fact to which it will 
be applied in the interpretation of the statute. 

• • * 

[1956] Q. There has be [been] no change in the operations 
of Safe Harbor and Penn Water since 1932. Isn’t that 

right? A. You mean as respects the- 

Q. Physical operations? A. —flow of service? 

Q. That is right. A. No, I think the flow of service 
has been the same in general. 

Q. Yes, and it is still the same today. A. Yes, in 
general. 

• • • 

[1957] Q. But based upon your knowledge of the com¬ 
pany’s operations you never had reason to take exception 
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to the use of those words “sales of electric energy.’’ Isn’t 
that so? A. I don’t remember that I did. 

• • • 

[1980] Q. Having examined those pages it appears, does 
it not, that Mr. Thomas testified in 1939 that he carried 
on the negotiations with respect to the agreement \^hich 
has been identified in this proceeding as Items “E”, “F” 
and “G”. [1981] Isn’t that right? A. Yes, sir. 

• • • 

Mr. Sparks : I object to the question on the ground 
such evidence is not material and relevant to this pro¬ 
ceeding, and I move the answer of the witness be 
stricken. 

Trial Examiner: Objection overruled. 

By Mr. Goldberg: 

Q. Copies of that agreement had been filed with the 
Commission—is that right—Mr. Thomas so states. 

[1982] Mr. Sparks: Objection. 

Trial Examiner: Objection overruled. 

The Witness: Yes, sir. 

By Mr. Goldberg: 

Q. And Mr. Hambright asked Mr. Thomas this Ques¬ 
tion, did he not: “I believe later the Commission or some¬ 
body else asked for additional copies.” Is that right? 
A. Yes, sir. 

Q. And in response to that question Mr. Thomas testi¬ 
fied as follows, did he not, “Yes. In November 1932| the 
Federal Power Commission issued its order No. 31 vfhich 
called for filing the contract, and on December 20, j.932, 
Mr. Walls signed a letter which I addressed to the Federal 
Power Commission acknowledging receipt of orders-j-or- 
der No. 31, report on rates and services, and stating ^his: 

‘ This company sells electric power and energy to pnly 
two customers, namely, the Consolidated Gas Electric 
Light and Power Company of Baltimore and the Penhsyl- 
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vania Water and Power Corporation [Company] under a 
three-party contract dated June 1, 1931, a printed copy of 
which was sent to you on July 14,1931. This agreement has 
been modified by a supplemental agreement dated August 1, 
1932, a copy of which is enclosed. The company has no 
other rate schedules, tariffs or contracts.’ ” 

He so testified, did he not? 

Me. Sparks: Objection. 

[1983] Trial Examiner: Objection overruled. 

The Witness: Yes, sir. 

By Mr. Goldberg: 

Q. Was that an accurate statement in Mr. Thomas’s 
answer ? A. I do not know that it was accurate from the 
legal viewpoint, and as respects technical accuracy I don’t 
know that it was not intended that service from Safe Har¬ 
bor would not flow to other customers. 

• • • 

[1990] Q. As far as 1939 was concerned the statements 
made in that letter were still correct. Isn’t that so? A. 
I judge they were correct legally and I judge they were 
correct from a technical viewpoint for the purposes in¬ 
tended. 

• • • 

Q. In other words, you never felt this need for that 
exactitude in relation to the 1939 and 1944 rate proceedings 
of the Federal Power Commission with respect to Safe 
Harbor. Isn’t that so? A. I think that is so. 

Q. But you feel that need in this proceeding. Isn’t 
that [1991] right? A. I feel that desire on my part to 
express the matter as accurately as I reasonably can for 
the purposes at issue. 

• • • 

[1994] Q. I am not worried about that. I want to know 
why it would be inaccurate to refer to sales of power and 
energy under items E, F, and G from your own viewpoint 
as an engineer familiar with all of the company’s opera¬ 
tions. A. It is not an accurate statement. 
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Q. It is not an inaccurate statement, is it? It 

may be considered an inaccurate statement because of the 
omission of qualifications. That I don’t know. It wquld 
[1995] depend upon the use to which the statement will be 
put. 

Q. But everybody knows that when you spea^ of 
sales of electric energy from an engineering viewpoint 
there are necessarily voltage, phases, frequency, power fac¬ 
tor, power factor cooperation involved. Isn’t that so? 
A. I don’t know as everybody does. 

Q. Every qualified engineer? A. That term is 
loosely employed. 

Q. You have employed it—right? A. I have em¬ 

ployed it and I may expect to employ it that way again. 

Q. Though a qualified engineer, you have employed it 
—right? A. Yes, sir. 

Q. And when you employed it you had in mind that the 
sale of electric energy has certain characteristics and at¬ 
tributes involved, such as phases, voltage, frequency, ^nd 
the other things you mentioned. Isn’t that so? A. Yes, 
sir, unless there is some reason in my mind to make a dis¬ 
tinction and a more accurate statement. 

Q. But the statement that is made when enginejers 
speak of sales of electric energy is an accurate one. A. 
For the purposes probably for which the statement is mhde 
when it is not necessary to have extreme accuracy or it is 
sufficient to use a phrase connoting a lot of different [1996] 
things. 

Q. What you are saying is that it is accurate from an 
engineering viewpoint to speak of sales of electric energy, 
but to be very technical about it we should break it down 
into the components such as you have. Is that right? A. 
If there is necessity for such technical accuracy, and gen¬ 
erally there is not. 

Q. And up to this proceeding you have seen no need ^or 
this technical accuracy? A. I don’t recall that I hhve 
used it before especially in any other case. 
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Q. Do yon sell voltage? A. Not except in a very 
loose way of speaking. 

Q. Does a customer buy voltage? A. To the extent 
that voltage is a component of energy, power, and the other 
services rendered, he may be said to buy it, but not buy 
voltage alone. 

Q. Voltage alone is just no good to him. You can’t do 
anything with it. Is that right ? A. Generally not. 

Q. It has no independent standing from an engineering 
viewpoint—isn’t that so? There is no significance to say 
“voltage-period.” Isn’t that so? 

• • • 

[1997] A. A person might want voltage for a certain pur¬ 
pose regardless of the energy involved. 

Q. That might be so, but he would have that energy 
in that voltage. Right? A. I am thinking somebody 
might buy voltage for a precipitator, for instance. 

• • • 

Q. I have no objection to your going ahead, even though 
you may think it is too technical. I would like to hear 
about it. A. A person may wish to secure voltage for 
certain experimental or other purposes, disassociated with 
any energy, but I would take the position that what is 
generally supplied is energy together with the current, 
voltage, and other characteristics and services, not voltage 
alone, not perhaps energy alone. 

• • • 

[2092] Q. Some of the service being supplied to Holtwood 
and Consolidated as described in the excerpts that are be¬ 
fore you [2093] you say were going to the Pennsylvania 
Railroad. Is that right? A. No, sir. I meant that some 
of the electric supply derived from Safe Harbor itself, and 
I refer to the 25 cycle supply, was intended to go to the 
Pennsylvania Railroad. 

Q. That supply Safe Harbor was paid for. Is that 
right? A. I assume so. 
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Q. And it was paid for that supply by whom? A. I 
assume by Penn Water and Consolidated. 

Q. Pursuant to bills rendered by Safe Harbor to jthem. 
Is that right? A. I believe so. 

Q. Which bills were prepared in accordance with items 
E, F, and G—is that right? 

• • • . 

The Witness : As far as I know. 

• • • 

[2095] Q. * # * There is a new agreement today between 
Pennsylvania Water and Metropolitan Edison which Super¬ 
sedes the old York supply agreement—right? A.| Yes, 
sir. 

Q. Today does any of the electric energy generated by 
Safe Harbor go up to York? A. I assume that it ^ould 
at times. 

Q. In other words, no change in the operations h$s oc¬ 
curred. You have had a change in the names of thq con¬ 
tract, though. Is that right? 

• • • 

The Witness: There has been no change in the opera¬ 
tions in general so far as I know. 

• • • 

[2101] Q. Safe Harbor supply as it was under the old con¬ 
tract is today still available under the pool. Is that r^ght? 
A. Yes, sir. 

Q. I want to direct your attention to Section 3 of 
Article 4 of that contract, which is Exhibit 72 in this pro¬ 
ceeding, and I want to read to you a portion of Section 3 
as follows: “Holtwood shall supply to Metropolitan^ and 
Metropolitan shall receive, hourly amounts of firm energy 
equal to the hourly integrated generation of Holtwoocj. and 
Safe Harbor in excess of 50,000 k. w. h. per hour multiplied 
by the ratio of Holtwood’s firm power obligation to Metro¬ 
politan as specified in Section 1 hereof.” That is as far 
as I am going to read, Mr. Walls. i 
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From an engineering standpoint what does that mean? 
A. It is difficult to make a resume of it, but I would say- 
in part that it means that there shall be held available a 
[2102] supply of electric service to Metropolitan to be 
limited in certain numerical fashion, as indicated here. 

Q. How did Safe Harbor get into that picture? I don’t 
understand that. From an engineering viewpoint how does 
Safe Harbor fit into it? A. Did I say Safe Harbor? 

Q. No, but Safe Harbor is mentioned in there. The 
formula apparently is dependent upon the generating 
facilities of Holtwood and Safe Harbor. Is that it? A. 
That is true. 

Q. That is the reason for the reference to Safe Harbor. 
Is that right? A. I don’t think I mentioned either com¬ 
pany. 

Q. I know you didn’t, but I am trying to find out why 
is there the reference to Safe Harbor and Holtwood? From 
an engineering viewpoint where does Safe Harbor fit into 
that picture? A. It was necessary to bring Safe Harbor 
into the picture in order to determine the limitations of 
service which Metropolitan could call for. 

• • • 

[2103] Q. In other words, Holtwood at times utilizes the 
supply available from generating facilities of Safe Harbor 
to meet its firm power commitments under the new con¬ 
tract with Metropolitan Edison, and that is why the refer¬ 
ence is there in Section 3 of Article 4, to Safe Harbor and 
Holtwood—right? A. That may be. 

Q. That is the fact, isn’t it, Mr. Walls? [2104] A. 
I would have to give that further thought to make sure of 
that. 

Q. Isn’t that what you just told us before, just pre¬ 
ceding this last question of mine? Perhaps we had better 
have my question read. A. I think it would be better. 

(Previous question read.) 
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By Mb. Goldberg: 

Q. Do you wish to expand on that answer, Mr. Wfalls? 
Isn’t the answer to my question 6 ‘ Yes ’ ’ f A. I think! it is. 

[2126] Q. When Consolidated’s entitlement of two-thirds 
does not flow to Consolidated, it does not do so because in 
accordance with a desire to obtain the maximum ecohomy 
from the operation of the pool it may be dispatched to other 
load centers to meet the requirements of Consolidated and 
Holtwood’s customers. Is that it? 

• * • 

Mr. Sparks: May I ask a question, Mr. Goldtjerg? 
When you say, “It does not do so”, do you mean there 
the reason it does not do so is, and so forth? 

Mr. Goldberg : Yes. 

Mr. Sparks : Thank you. 

The Witness: I would say that is true, adding, how¬ 
ever, the words “and Safe Harbor’s customers, including 
the Pennsylvania Railroad.” 

By Mr. Goldberg: 

Q. Has Safe Harbor derived any revenue from Sales 
by it to the Pennsylvania Railroad? A. Not directly, 
no, sir. 

Q. Has it ever derived any revenues from sales to 
Metropolitan Edison Company, Philadelphia Electric Com¬ 
pany, and Pennsylvania Power and Light Company? 

• • • 

[2127] The Witness: I don’t think so. 

By Mr. Goldberg : 

Q. Did it render any supply of energy to the Pennsyl¬ 
vania Railroad in 1935? A. I think it furnished supply 
to the Pennsylvania Railroad in 1935, at least during a 
tion of that year. 

• • # 
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[2167] Q. Mr. Walls, did you ever see the term “Flow of 
electric [2168] service’’ in a contract? A. No, sir, I 
don’t think I have. 

Q. Did you ever use that term prior to this case ? A. 
I think I have given thought prior to this case as to dis¬ 
tinction between electric service and electric energy, but I 
do not recall using it formally. 

Q. What do you mean by “Formal”? A. In any 
contracts or statements that would be more than communi¬ 
cations between myself and my associates. 

Q. In speaking of the operations of the company in 
the past isn’t it a fact you have spoken of it in terms of 
sales of electric energy? A. Yes, sir, I used the expres¬ 
sions that I thought would be understood by those to whom 
I was addressing my remarks. 

Q. Did you use that phraseology when you talked to 
lawyers? Is that it? A. Which phraseology? 

Q. “Sales of electric energy”. A. Yes, I do at 
times. 

Q. Did you use it when you talked to your engineering 
associates in the company? A. I have often done that. 

Q. Used it when you spoke to your accounting asso¬ 
ciates in the company? [2169] A. I have often done so 
when there was no necessity of being particularly accurate 
as I wish to be in this case. 

Q. You did not think you were being inaccurate when 
you spoke to them about sales of electric energy, did you? 
A. No, sir. 

• • • 

[2188] Q. # * # Did you consider that the tailrace excava¬ 
tion work that was carried on by McCall Ferry Power Com¬ 
pany and Pennsylvania Water and Power Company was 
necessary? A. It was necessary in the sense of being 
desirable in order to increase the effectiveness of the Holt- 
wood plant by increasing the head available at that plant. 

Q. In other words, as you cut a deeper tailrace you 
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add a certain amount of head to the plant. Is thfjt it? 
A. Yes, sir. 

Q. And the amount of head available to a hydroelectric 
plant has a bearing on the economy of operations of a hydro 
[2189] plant. Is that right? A. It has a bearing upon 
the total amount of power and energy that can be derived 
from the plant, for instance, in a 50 foot head plant one 
foot of additional head would increase the energy and 
power by two per cent, but furthermore the capacity that 
would be obtainable from the same sized turbine would be 
greater than two per cent. 

Q. Is my information correct about this: Tailraqe ex¬ 
cavation work was started by McCall Ferry Power pom- 
pany, was carried on to some extent in 1908, and was com¬ 
pleted by Penn Water after November 1, 1909. Is that 
right? A. I wouldn’t say it was completed. Rather this 
way: That the bulk of the work was done before 1909. |Con¬ 
siderable additional amount of work, but small relatively to 
the earlier work, was done about 1913 or 1914. Then a little 
additional work was done at a later period, with still a 
possibility of doing some more. 

• • • 

[2192] Q. Was the work which was carried on in the 6arly 
days on tailrace excavation in 1908 and 1909 successful? 
A. Yes, sir. 

• • • 

[2198] Q. What does the dashboard add? A. F[lash- 
boards are about 4 feet 6 inches or 4 feet 9 inches Jiigh. 
The water is not always carried up to the top of the dash¬ 
boards or sometimes we allow it to overdow the dash¬ 
boards a little to get additional head rather than to save 
the water. So conditions vary there. 

Then if there is a prospect of a freshet coming cjlown 
the river and we know in advance, or are able to estimate 
in advance when that discharge will arrive at Holtwood, we 
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may draw down the water in advance of the freshet even 
though that would not be in accordance with the usual 
weekly draw down. So the head is constantly varied. 

Q. You usually up there speak about 52 to 56 feet with 
the dashboards? A. That is a good range. 

• • • 

[2199] Q. Isn’t [it] a fact that the available head of the 
Holtwood plant has decreased since 1916? A. No, I 
wouldn’t say that as a general thing. I would rather be in¬ 
clined to say that it has decreased some by reason of Cono- 
wingo backwater. 

Q. It has decreased some? A. Has decreased some 
by reason of Conowingo backwater, but it has increased 
some after the construction of Safe Harbor because Safe 
Harbor and Holtwood are endeavored to be operated as a 
unit for the best utilization of the river discharge and the 
heads available at the two plants, so that sometimes it is 
found desirable to increase the head at Holtwood by proper 
manipulation of discharge through Safe Harbor and some¬ 
times water is stored above the Safe Harbor Dam perhaps 
decreasing the head at Holtwood more than would have 
been the case had Safe Harbor not been constructed. 
[2200] But on the whole I think that the effective head at 
Holtwood has been increased. 

There is another reason for that deriving from the 
fact that by manipulating the discharge from Safe Harbor 
we are able to restore dashboards on the crest of the Holt¬ 
wood dam more promptly and so extend the useful period 
of those dashboards. 

Q. You mentioned the decrease of the head in connec¬ 
tion with construction of the Conowingo project below Holt¬ 
wood. Because of that decrease in the head available at 
Holtwood through construction of the Conowingo project I 
am correct, am I not, in stating that certain payments are 
made by Conowingo to Holtwood, for loss of the benedts of 
that head; is that right? A. Yes, sir, certain payments 
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are made by Conowingo which have to do with permission 
to Conowingo to flood back, and an effect of such flooding 
back is to decrease it, you might say, effective hepd at 
Holtwood, # • 

• • • 

[2223] Q. Did you have any trouble with the design 6f the 
transmission line? A. I don’t recall any trouble with 
design; no, sir. j 

Q. Were the plans for the transmission line prepared 
after November, 1909? A. Yes, I am sure of that because 
I, myself, made up the original design and I think we [were 
taking up the matter of insulators at least early in 1911, 
and the design of the tower would have had to be deter¬ 
mined upon in general before we could have determined 
upon the types of insulators to be used. 

Q. You said early in 1911. You meant early in 1910? 
A. 1910. Thank you. 

# • • 

[2224] Q. When you said that you, yourself, had designed 
that transmission line I remembered the other day you^ had 
said that was one of the things they were in a hurry for 
and that is why you put your attention on that? A. Yes, 
sir. 

Q. Had any designs at all been prepared for that trans¬ 
mission line by McCall Ferry Power Company that you re¬ 
member? A. I don’t remember of any. 


[2227] Q. Did you also design the substation at Baltimore? 
A. The general design, yes, but of course not the details. 

Q. Were there detailed designs available from McCall 
Ferry Power Company or was that also done by your fofce? 
A. That was done entirely by our force. 

Q. I suppose because of its association with the trans¬ 
mission line the design of the substation was one of the 
things that was gotten to pretty promptly after November, 
1909, after November 1, 1909? A. I think that a general 
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design would have had to be determined upon pretty early, 
and I think mat we tried to design that station so that it 
would be somewhat similar to the transformer house at 
Holtwood. But I think we were delayed in getting the 
property and then could not complete the designs in all de¬ 
tail until we got the property. 

Then, as I say, after we got the property we found the 
quicksand situation. 

• • • 

[2232] Q. This morning, Mr. Walls, we spoke about the 
flashboards on the dam which increased the head. Are 
those flashboards generally of the same type which you had 
there at the dam in 1911? A. No, sir. We did a lot of 
experimenting with flashboards. Flashboards had been in 
use for quite a number of years, but in our situation we 
had to be very particular to have flashboards installed that 
would release quite accurately at a pre-determined water 
flow because we thought we should be sure that we would 
not flood back beyond our riparian rights. So we experi¬ 
mented with a number of different types as opportunity 
afforded, and finally developed the type of flashboard now 
in use. 

Q. You say a pre-determined water flow was necessary, 
rather that the flashboards would go out at a pre-determined 
[2233] water flow. That was true in 1911. Is that right? 
A. Yes, sir. 

Q. Are we to understand that in 1911 the type of flash- 
board you were using would not go out at the pre¬ 
determined water flow? A. They were irregular in their 
action and therefore we feared that such irregularity might 
cause us to flood back upon the property over which we 
didn’t have releases, and at that time we were threatened 
with suits in connection with encroachments upon property 
by our backwater. 

Q. What was there about the flashboards you were 
using in 1911 which made them irregular in their action? 
A. We didn’t know how the pins would act. 
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I recall that some of the pins would bend very slowly, 
whereas for reliability of action pins that will either break 
or release quickly would be desirable. 

For instance, a pin might bend to a 45 degree angle 
and then hold up there. It would take a considerably 
greater head of water than we had estimated or we desired 
to bend the pin over flat. So we tried different kinds of 
steel. We tried notched pins, and we tried also various 
devices other than pins. Wicket or butterfly gates and quite 
a number of devices were evolved, some of which jwere 
tried on the dam and some of which were tried elsewihere, 
I think in a little channel between Piney Island and Holly 
Island. 

[2234] Q. So it was the reaction of the pin to the pressure 
of the water which was the drawback in 1911. Is th^t it? 
A. That and of course we made improvements in the panels 
themselves. We also had to learn how to handle the flash- 
boards sometimes to be able to remove them, but more par¬ 
ticularly to be able to reinstall them at the earliest possible 
moment with water flowing over the crest of the dam. 

We don’t have to be that particular now because we 
can hold back water for a little while at Safe Harbor and 
get a dry dam crest to work on. 

Q. With respect to handling of the dashboards, that 
was a matter of operation—right? A. That was a mat¬ 
ter of operation, but it was also a question of design. 

Q. You mean the type of design of the panel deter¬ 
mined the method of operation of the dashboard? ! A. 
Yes, for instance, I think we had strap irons fastened) ver¬ 
tically to the boards. The strap iron formed a loop afc the 
top of the boards for handling. 

It is my impression we tried out a number of different 
kinds of strap iron arrangements. We tried using sills, 
wooden sills on the crest of the dam in order to make the 
dashboards more easily seated so that they wouldn’t leak 
so much. 
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Q. What were the panels of the flashboard being used 
[2235] in 1911 made of? A. I think either 1 inch or 1 *4 
inch boards fastened together. 

My impression is that they were fastened together with 
wooden vertical pieces, bnt that I am not quite sure of. I 
believe they were wired to the pins and we used manure and 
sawdust for tightening them. 

Q. When you said you made improvements in the panel¬ 
ling what did you have in mind? A. I don’t remember 
the various steps we went through but I think it was a ques¬ 
tion of the length of the panels which had to be determined 
with the view of being able to handle them more readily. 

The shorter the panel the easier it would be to handle 
when water was going over the dam, that is to say it would 
be easier to install it. On the other hand shorter panels 
meant more vertical joints that would have to be caulked. 
If the panels were not rigid enough they would bend under 
water pressure and leak. 

Q. These improvements of which you speak came 
about as a matter of your operating experience with the 
panels you were using. Is that it? A. I would say it 
was this way: The panels weren’t accurate enough in their 
operation to suit us so we designed this and that alternative 
and tried these out under operating [2236] conditions. Also 
w T e tried them out under test conditions as I have indicated 
before. 

Q. When you say that the panels you were using in 
1911 were not accurate enough in their operation to suit 
you, does that mean that they actually failed to perform 
their function? A. No, I meant by that both panels and 
pins together. But they were not accurate in their point 
of release as respects the height of the water and there 
was question, also of getting the kind of flashboard that 
would be cheapest to handle that would be capable of being 
tightened with the least trouble and expense and that would 
release uniformly. 
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One of the troubles we had was that the panels plight 
release, say, over a thousand fleet of the length of thp dam 
and leave the panels standing on the balance of the dam, 
whereby the water would discharge over the section ^here 
the dashboards had released and would be retarded over 
the other section, giving backwater that was undesirable. 

Q. Had that actually happened at times? A.j Yes, 
sir. 


[2237] Q. All right. A. Then there was one type we ex¬ 
perimented with which was very satisfactory in certain re¬ 
spects. We found difficulty with it because the operation 
of these dashboards would at times be interfered with by 
trash floating in the river. This was the type thdt we 
called the butterfly dashboard where we could release a 
long line of dashboards by releasing the end one and the 
other dashboards would drop out consecutively like diards 
falling one after another. But the difficulty was that the 
openings would be clogged up. These dashboards werq also 
satisfactory with regards to easy replacement but wej had 
to abandon them finally because of the trash consideration. 

Q. But generally speaking isn’t it fair to say thajfc the 
dashboards in use today are of the same type that |were 
in use in 1911 ? A. Of the same general type, yes. 


• • • | 

[2292] Q. Before the 1931 agreement between Consolidated 

and Holtwood was entered into which we know in this 
proceeding as Items “H” and “I”, what did Holtwood 
sell to Consolidated? A. Holtwood sold electric service. 

Q. Just as they do today. Is that right? A. Holt¬ 
wood also sells electric service today. 

Q. You have mentioned earlier in this proceeding that 
it was your recollection that Safe Harbor was named in the 
agreements which are identifled in this proceeding as 71, 
73 and 76, for tax purposes. Do you recall that ? A. Yes, 


OAX . 

Q. Naming Safe Harbor in those agreements forj tax 
purposes had no bearing on the question of service bping 
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rendered by Safe Harbor. Isn’t that so? A. I think that 
it did not have any bearing. 

Q. Is it you recollection that there was some advan¬ 
tage to be gained in lower income taxes if Safe Harbor were 
named in those contracts? 

Mr. Sparks : Did you say income taxes, Mr. Gold¬ 
berg? 

Mr. Goldberg : Or other types of taxes. 

The Witness: I think that it was thought that advan¬ 
tage would be gained perhaps at the time or perhaps later 
on—that [2293] I don’t recall. 

By Mr. Goldberg : 

Q. Was the advantage solely in relation to income 
taxes or other types of taxes? A. I think gross re¬ 
ceipts tax was an element taken into consideration. 

Q. Is that a federal gross receipts tax or state? A. 
I think it was a state tax. 

• • • 

Q. Yes. What state did you have in mind—was it 

Maryland or Pennsylvania, or both? A. I think it was 
Pennsylvania. 

« • • 

Q. If Safe Harbor -were not named in Exhibits 71, 73 
and 76, which I place before you, would that have any bear¬ 
ing upon the operations of Safe Harbor? 

• • • 

[2294] The Witness: I don’t know whether it would have 
any contractual bearing but I don’t believe it would have 
any bearing upon the furnishing of service from a technical 
viewpoint. 

By Mr. Goldberg: 

Q. Yes. That is what I had in mind. In other words, 
physical operations? A. Yes, sir. 
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[2300] Q. Who schedules the generation of Safe H4rbor? 

A. That is the result of a number of decisions, deriv¬ 
ing in part from the desires for service of, let us sayj Con¬ 
solidated, Pennsylvania Railroad, Washington, and electric 
groups to the north. 

As a consequence of such demand for service thp load 
dispatchers at Baltimore in the employ of Consolidated 
and Holtwood determine upon that allocation of service that 
it is [2301] hoped will be most advantageous from thej view¬ 
point of coordination of the facilities of Safe Harboj* with 
the other facilities available through interconnection, etc. 

Q. Those load dispatchers that you referred toj, they 
schedule the operations of all other plants on the intercon¬ 
nected system, including the hydro at Holtwood and the 
steam at Holtwood and the steam at Consolidated. Isn’t 
that so 1 A. They control more precisely the operations 
at Safe Harbor and Holtwood, while Consolidated, 4 little 
more precisely, controls its own steam operations.! But 
these three sources with others must be coordinated so that 
the load dispatchers actually consider the situation as a 
whole. 

Q. In other words, when there is a demand fr<jm the 
electric groups to the north—and by that I take it you mean 
the Pennsylvania firm customers we have talked abput in 
this case- A. Or the interconnected customers! 

Q. When there is a demand from them the loald dis¬ 
patchers look at the integrated system as a whole, $nd in 
view of the operations to derive the maximum economy 
schedule for generation to supply that demand for thej north 
the cheapest source of generation at that time. Is that 
right? A. It is not only economy. For instance, pf par¬ 
ticular importance during the war time was the njtainte- 
nance of the [2302] maximum amount possible of ptored 
water so that at times it would have been more econpmical 
to draw on that stored water with the prospect of replacing 
it later from a freshet or over the week end. But consider- 
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ations such as that sometimes enter to cause deviation from 
mere economy considerations. 

Q. Ultimately, however, it is a long range economy 
consideration which brings it about. A. I think that is a 
fair statement. 

Q. Rather than a shorter range economy program? 
A. Yes, sir. 

• • • 

[2304] Q. We do know, don’t we, that Safe Harbor has 
no direct connection with the facilities of Consolidated or 
Pennsylvania Power and Light Company and Philadelphia 
Electric Company, Edison Light and Power Company and 
[2305] Metropolitan Edison Company. Is that right? 
A. I think that is true as respects physical connection. 

Q. Or with the Pennsylvania Railroad? A. Yes, sir. 

Q. The only direct connection, direct physical connec¬ 
tion, that Safe Harbor has is with the facilities of Holtwood. 
Isn’t that so? A. Yes, sir. 

Q. When Safe Harbor’s generation passes off Safe 
Harbor’s facilities on to the facilities of Holtwood, Safe 
Harbor no longer has anything to do with the disposition of 
that energy. Isn’t that so? A. That is a little difficult to 
say. Technically that transmission is practically instan¬ 
taneous. 

Q. I realize that when there is a load at one end there 
is generation at the other. A. Yes, sir. 

Q. But nevertheless the flow of the supply from Safe 
Harbor on Penn Water’s facilities is controlled by Penn 
Water. Isn’t that so? A. You mean controlled contrac¬ 
tually or from an operating standpoint? 

Q. From an operating standpoint. A. I would say 
that it is controlled by all of the equipment that is physically 
connected, not only Safe Harbor and Holtwood’s equip¬ 
ment, but the equipment of such companies [2306] as 
Metropolitan Edison and perhaps Philadelphia Electric, be¬ 
cause the path over which the service flows depends not 
upon the generating source alone but upon the inter-action 
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of the equipment of the receivers. For example, supply 
intended for the North might flow in part over the circuit 
to York and in part over the circuit running north towards 
Harrisburg on the east side of the river. That division 

isn’t in the hands or control of either Safe Harbor or Holt- 

! 

wood alone, but depends upon phase relations, vojtages 
and so forth, a part of which are in the control of ,all of 
those connected physically to the system. 


[2315] Q. For purposes of this question I want you to as¬ 
sume, and not to pass upon the legal interpretation, thht the 
Federal Power Commission in this case will have the power 
and authority not only to direct what rates are to be charged 
but will have the authority to require rewriting of any con¬ 
tracts in accordance with what it deems to be the fact^. 

Now, then, with that in mind, suppose the Federal 
Power Commission at the end of this proceeding orders 
Exhibits 73 and 76 to be rewritten to eliminate Safe Harbor 
from those agreements, would you say that such elimination 
of Safe Harbor would prevent Penn Water from rendering 
the service required under Exhibits 73 and 76? 


Mr. Sparks: I assume you are speaking from an 
operating standpoint, Mr. Goldberg? 

Mr. Goldberg : Yes, physical operations. 

The Witness: As respects reliability of service, I (lon’t 
believe there would be any loss. 


[2316] Q. In other words, the operation of Penn 
and Safe Harbor would continue just as they are today? 

• * * 

A. Yes, sir. i 

• • • 

Q. Can you make energy available to customers with¬ 
out voltage? A. No, sir. 
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Q. Can you make it available to them without phase? 
A. Not except in the sense of direct current. 

Q. Can you make it available to them without fre¬ 
quency? A. Not except in the sense of direct current. 

Q. Can you make it available to them without power 
factor? A. Not except in the sense of direct current. 

Q. Can you make it available to them without proper 
[2317] number of phases? A. Not except in the sense 
of direct current. 

Q. Can you make it available to them without electric 
power? A. No, sir. 

Q. Do Safe Harbor and Holtwood have any direct cur¬ 
rent sales? A. No, sir. 

Q. When we were talking about scheduling of opera¬ 
tions by the load dispatchers, they schedule those opera¬ 
tions looking at the total system load, don’t they? A. 
Looking at the total system load and the details, also. 

• • • 

[2320-A] Q. Did Pennsylvania Water and Power Company 
at one time investigate the possibility of building a roller 
dam at Holtwood? A. Yes, sir. 

Q. Will you, for my sake and for the sake of the rec¬ 
ord, tell us what a roller dam is? A. A roller dam is a 
contrivance designed to be placed on the top or crest of an 
overflow dam for the purpose of raising the level of the 
water above the dam. The roller dam rolls on inclined 
guides so that it may be rolled up out of the way to permit 
flood water and ice and trash to pass underneath it, or it 
may be raised up a few feet to let water pass in limited 
amount. 

It was investigated with the thought that it would give 
a greater head than would be safely obtainable from the use 
of flash boards, but the idea was not carried out and later 
on, when Safe Harbor was planned, the back water from the 
Holtwood dam was designed to extend up to the tailrace of 
Safe Harbor. 
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A roller dam, you might say, would look something like 
a huge rolling pin that would roll up out of the way. 

Q. Did I understand you to say that the idea was 
abandoned after investigation had been made of it? ! A. 
It was abandoned after it was decided to locate Safe Har¬ 
bor, as was done, but for a number of years prior to that 
[2321] the thought of eventually installing a roller dam re¬ 
mained with us. It is not entirely out of the question that 
it might not be desirable to install later on a roller dam at 
Holtwood, but of a less height than originally was contem¬ 
plated so that we might do away with the flash boards 
which are difficult to manipulate. 

Q. This investigation of roller dams was started by 
Allner as early as 1912. Isn’t that so? A. Yes, sir, that 
was at the time when we were considering different types 
of flash boards and different sorts of devices. It has merits 
even today. 

Q. All right. A. That grew out of the lack of head 
gates, or flood gates, on the Holtwood dam such as have 
been installed at Safe Harbor and as were installed at our 
suggestion at Conowingo Dam. 

Q. Did Pennsylvania Water and Power Company make 
an investigation for storage reservoir sites at Holtwood 
Dam during early years of operation? A. Yes, sir. | 

Q. Do you remember when those studies were m^de? 
A. I think they were started, or at least were in operation, 
in 1911. I think we thought of it nearly from the beginning 
because we had been doing similar work in Canada, and 
naturally our attention would be drawn to the possibilities 
of doing something of that sort in Pennsylvania. 

Q. The idea, however, was given up. Is that rijght? 
[2322] A. It was given up temporarily. Investigations 
were made and later on we acquired some property suitable 
for a dam site on the Raystown branch of the Juniata River, 
but eventually, at the request of one of our then customers, 
we turned that property over to that customer for eventual 
use by their customers. A development at Raystown is still 
being considered by the Federal Government. 
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Q. But as far as Penn Water is concerned the idea 
was abandoned a long time ago, that is the idea of storage 
reservoir sites which were investigated in the early days? 
A. No, I wouldn’t say that, because even in recent years it 
was with some regret that I look back to our turning over 
that dam site to a company which did not develop it. I 
think there is still a possibility there. 

Q. Nothing definite? A. No, but computations have 
been made of the type of construction that might be suitable 
there and estimates of cost were made and also estimates 
of the possible beneficial effects to plants further down the 
stream. That has been done even in recent years. 


[2379] Q. Wasn’t that because Safe Harbor renders no 
service under Exhibits 71, 73 and 76? A. I don’t know 
because Safe Harbor does render service to the other com¬ 
panies. 

Q. Does it have any rates or charges for those serv¬ 
ices? A. Not rates and charges, no, but it render service. 

Q. Does it render such services free of charge? A. 
I judge not. 

Q. Where are the rates or charges for the services 
Safe Harbor renders? A. I don’t know. 

Q. Has it ever received any payment for those services? 
A. Payment from whom? 

[2380] Q. Pennsylvania customers under Exhibits 71, 73 
and 76? A. No. I am speaking of services here in the 
technical sense. 

Q. To include electric energy. A. To electric serv¬ 
ice which has such attributes as electric energy, etc. 




